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ADSEDraCE OL 


AN EXAMINATION OF BANK EXPANSION BY DIRECT MERGER AND 
THE HOLDING COMPANY ROUTE IN VIRGINIA-~-~-1962-1966 


This study examines the management considerations in- 
volved in selecting between direct merger and the holding 
company aS an organization for commercial bank expansion. ‘he 
setting of the study is Virginia; the period 1962-1966, when 
a "revolution" in the state banking structure began. 


The focus of this study is on two banks~--First and 
Merchants National Bank of Richmond, which expanded by direct 
merger; and United Virginia Bankshares of Richmond, which 
expanded Fy the holding company route. Their expansion expe- 
riences were investigated to determine, in so far as possible 
from the management point-of-view, the advantages and disad- 
vantages of each form of organization. The objective of this 
study was to develop information which might be useful to 
managements when choosing between the two forms, and to leg- 
islators in states where changes to unit or limited branching 
statutes could result in expansion by both direct merger and 
holding company. 


The examination of the experiences of the two organi-~ 
Maerons points to the fact that the choice of a particular ners 
of expansion turns on considerations which are largely parti- 
cular to a given situation. Therefore, there seem to be no 
"right" or "wrong" answers in the normative sense. However, 
there are certain considerations-~operational and organiza- 
etenal, financial, marketing and legal--which can be imporeane 
in the selection of a form of expansion. When these considsra- 
tions are measured against an explicit set of criteria, the 
meeeength of the holding company in Virginia 1S greater overtime 
ema growth potential due to more extensive de novo sranching 
Opportunities, lower reserve ratios applied against total 
system deposits, and greater flexibility in raising capital 
pmemuice Of debt. By the way of contrast, the strengenvorsene 
Nemec £Orm in Virginia is the possibility cf tighter manages 
ment control and the potential for greater organizational 
efficiency. 


Regarding the ability of both forms to adapt in the 
future to environmental and technical change, the conclusicn 
is that the merged form~-~given equal legislative opportunities 
for growth and profit-~probably will become the more viable 
bhorm Of banking in Virginia. This 18 because the merged seem 
appears to be best suited to respond to change over the long 
feta 
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CHAP ID hal 
INTRODUCTION 


This study deals with the mechanism of commercial bank 
expansion. The setting 1S Virginia; the period is 1962-1966, 
when a "revolution" in the banking structure of the State 
began. The primary focus is on two prominent banking organi- 
Zations in yaad First and Merchants National Bank and 
United Virginia Bankshares, both of Richmond. 

In 1962, the state banking code was changed to permit 
statewide branching by merger. This dissertation examines the 
Management decisions which resulted in First and Merchants 
National Bank choosing to expand by aieeck merger and United 
Virginia Bankshares choosing to expand by the holding company 
meu? . 

» The purpose, scope and limitations of this research are 
@escribed in Chapter ra This includes a discussion of the 
Various phases of the research plan: (1) data collection, (2) 
selection of the organizations studied, (3) timing of the 
SIeuCy , and (4) data analysis. 

Chapter III presents historical background concerning 
MipouEant Gvyents influencing the Stnuctune of Beaming ia aie 
ginia and Chapter LV describes significant changes that tock 


place in the Virginia banking structure, Guring Ene 762 -ia. 
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period of expansion. Together, these chapters are intended 
to provide an historical perspective of important environ- 
mental factors that influenced Virginia bankers and legis- 
lators in their deliberations regarding the appropriate type 
of banking structure for the state. 

Chapter V reviews the literature concerned with advan- 
tages and disadvantages of expansion by way of direct merger 
and the holding company route. This chapter provides a de- 
parture point for subseguent examination of the factors con- 
Sidered by First and Merchants National Bank and United Vir- 
ginia Bankshares in their selection of a method of expansion. 

The findings, analysis and conclusions of this study 
are presented in the last five chapters. The findings are 
primarily based on an examination of the expansion experiences 
of the organizations studied. Chapter VI addresses itself to 
the background events concerning the decision of First and 
Merchants National Bank and United Virginia Bankshares to 
choose a method of expansion. Chapter VII deals with opera- 
tional and organizational considerations which were thought 
to be significant by both managements; Chapter VIII with the 
Fimancial considerations; Chapter IX with the marketing con- 
Siderations; and Chapter X with the legal considerations. 
Chapter XI draws together and relates in summary form the 


important findings and conclusions from the previous chapters. 
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Eight appendicies are included at the end of the dis- 
sertation. These appendicies contain: (1) excerpts from the 
Serginia legislation regulating branching, (2) transeripts of 
mae trield research, and (3) statistical and other relevant 


mirorniation. 





CHAP TE Rea 
PURPOSE AND RESEARCH PLAN 


With enactment an 1962 of liberalized brameioaegye. 
fron, Virginia became a state where bank management eould 
choose either direct merger, the holding company or a combina- 
tion of the two, as a method of expansion. For this reason, 
legislative conditions in Virginia provide a unique opportunity 
to study the circumstances involved in selecting a method of 
bank expansion. 

Two banking systems in Virginia--First. and Merchants 
National Bank and United Virginia Bankshares--were chosen for 
this study. Management in each organization was presumed to 

1 
have been influenced by similar legislative and economic con- 
ditions, and to have considered basically the same factors in 
deciding on a form of organization for expansion. Nevertheless, 
Efemsimanagements of these two organizations Made diftiecrene wde- 
Sxeerons. In as much as each sought to achieve the same gen] 
eral goal of statewide expansion, the following research 
question provides the focus to this study: 
"What were the central issues con- 

slaered Dy the managements iene imeed os 

cisions to expand by the way of direct 

merger or the holding company route? 

Or, in other words, how were these issues 

assessed by the managements in terms of 

the advantages and disadvantages of one 


LOrMmOr OLGanuzat?oOnere lati Vem omune 
other?" 





Li-2 
PURPOSE 4Or ane, oLUDY 


The prineipal objective of this study io see) -. ane 
(1) the advantages and disadvantages of direct merger and the 
Helding company as drawn from the literature, (2) thevdinece 
merger experiences of First and Merchants National Bank, and 
(3) the holding company experiences of United Virginia Bank- 
Shares, with a view toward evaluating these areas as guides 
for management action. Where an apparent conflict existed 
between the literature and management or between the two 
managements, then the objective shifts to an attempt to deter- 
Iine if this conflict provided a basis for an improved undcer- 
Standing of, or insights into, the’ issues involved in the 
eevection Of a method of expansion. 

Banking history in Virginia was discussed with a view 
meward identifying significant forces and events that initluenced 
the banking structure of the state. Bankers’ attitudes toward 
meanching and consumer credit, and the legislation regulating 
bank expansion were among the more important consideration) 
examined. 

The literature was examined with the alm ,of identwiyving 
miewadvantages and disadvantages of expansion by direct smengan 
gs Opposed to the holding company route. Information thus 
derived provided a part of a theoretical construct which was 


subsequently applied to actuality, i.e., it was used to examine 
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the management decisions of the two banks studied. This ex- 
amination, however, was not intended to judge whether manage= 
meme Ss actions were "right" or "wrong" in the normative sense, 
but to determine where PEE eeeneoee if any, existed between 
mie advantages and disadvantages ascribed to the two formsein 


the literature and those considered by management. 


Significance 

An underlying hypothesis of this study is that some of 
the advantages and disadvantages of the two forms, alleged in 
Eme taiterature, actually do not apply in practice. In this 
context, the individual circumstances of each organization 
seemingly account for the differences between the literature 
and actuality. If this hypothesis proved to be correct, then 
apparently the examination of the experiences of the organi- 
zations studied might result in information which may be use- 
ful to other managements in choosing between the two forms of 
Peeeension. ~~ 

Similarly, the findings here may be relevant to legis- 
teers in other states where changes to unit or limited branch 
ing statutes could result in expansion by both direct merger — 
“aenolding company. In 1966, there were 33 states in vehis 


category including Ohio, Texas, Illinois, and Wisconsin. 


tin 1966 the 33 states with unit and limited branching 
statutes accounted for 88 percent of the 13,785 banks and 79 
percent of the $410 billion of total deposits in the United States. 





TI-4 
Ii. SCOPE AND RESEARCH PLAN 


Scope 

the study embodies four general arcas ee aoe eee 
fae historical background of bank expansion in Virginia auning 
fae period 1920 to 1966. This includes identificationscor 
Various economic and political factors leading to passage of 
legislation in 1928, 1948 and 1962, which regulated the expan- 
Sion of banks by merger and branching. These factors were 
examined in terms of their impact on the development of multi- 
Peeworftice banking in Virginia. 

The second area is the Virginia banking structure. 

This involves an examination of the evolution of the struc- 
ture between 1962-1966, focusing on those changes resulting 
mon the growth of statewide banking systems. 

The third area is the literature. There the advantages 
and disadvantages of direct merger and the holding company 
were developed as a frame of reference, or point~of-departure, 
for evaluating the expansion experiences of the two organiza- 
tions studied. 

The fourth and last area is the expansion experiences 
of First and Merchants National Bank, a merged system, and 
United rea ainnle Bankshares, a holding company 5216 seats 
mais area is on the central issues considered by the manage-— 
memts in their selection of the most appropriate formecrt se. — 
pansion and aiene Significant factors in theim expansive 


Strategies. 





les 


Research Plan 
There were five aspects of the research plan: (1) data 
peperection, (2) selection Of Ene Organi Zatrencyctuclted aa) 


Pemnt-Of—-view, (4) taming, and (5) analysis. 


Data Collection. Material for this study Waseqaeuomee 
in three phases. The first was directed at obtaining histori- 
cal information and background regarding the expansion of banks 
in Virginia. The second dealt with an examination of the 
literature .in order to develop a frame of reference, or point- 
of-departure, for investigation of the research question. The 
third, and most important phase, involved field research in 
order to obtain material on the two organizations studied. 

Here management's decision to expand and the expansion experi- 


emees Of the two banking organizations were investigated: 


Selection of the Systems Studied. From among the six 


vem ee ee 


major Virginia banking organizations involved in statewide 
expansion during the period 1962-1966, two were selected for 
study: First and Merchants National Bank, a merged system 


and United Virginia Bankshares, a holding company .~ The 


2rhe major systems involved in statewide expansion 
iticang che period 1962 to 1966 were: : 


Ey Merger 


imrerirst and Merchants National Bank of Richmond 
Woe Virginia Nataonal Bank of Norfolk 


By Holding Company 
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selection of these two organizations provided a basis for 
sharpening the issues being investigated: 

A. Among the four holding companies that could have 
been used, United Virginia Bankshares [hereafter referred to 
as Bankshares] had the clearest option to select either method 
of expansion. Bankshares had not filed with the Securities 
Exchange Commission to form its holding company prior to the 
foteeoduction of legislation, in January 1962, which auEnorrzed 
expansion by direct merger.> By way of contrast, Pireee 1 cone 
and Financial General, both holding companies, were in opera- 
ftenein Virginia before the 1962 legislation. Consequemely: 
they were already committed to a particular method of expan- 
Sion. The remaining organization, Virginia Commonwealth, had 
already decided to form a holding company before the January 
mee 962 opening of the General Assembly. Liberalized branch- 
ing legislation was introduced in the General Assembly on 


wameery 18, 1962 and became effective July l, 1962. 


ima nancial General Corporation of Washington, D. C. 

eee rirst Virginia Bankshares Corporation of Arlington 

3. United Virginia Bankshares, Incorporated of Richmond 

4. Virginia Commonwealth Bankshares Corporation of Richmond 


NOTE: First National Exchange Bank of Roanoke is not included 
because it served only the southwestern region of the 
state. With Metropolitan National Bank of Richmond it 
formed a new holding company in 1967--Dominion Bankshares 
COmporation. 


oF. oe e mad < | CA) ees aor 


earae oe emiGieamlese Oi PB 4 tee 


a7 


az B. First and Merchants National Bank [hereafter called 

First and Merchants], like Bankshares, also had the opportunity 
to select either method of expansion. It had not made a final 

decision on a method of expansion prior to enactment of the 

OG 2 legigteeien, = 

C. In addition to the fact that Bankshares and First 
amd Merchants were free to choose either form of expansion, 
both organizations made their decisions to expand during ap- 
proximately the same period of time. Consequently, their 
decisions were made under similar external environmental con- 
ditions. Furthermore, both organizations were alike with 
Pegqard to location, size, and expansion strategy; both were 
large Richmond organizations with extensive correspondent 
systems; both had worked actively for the liberalization of 
Peanching legislation in 1962. 

By way of contrast, Virginia National Bank of Norfolk, 
the second major merged system, did not offer as valid a com-— 
parison to Bankshares, as did First and Merchants. Its loca- 
tion and expansion strategy were different from that of Bank- 
Shares in that Virginia National--home office in Nortel =ned 


expanded into both rural and metropolitan areas of the state, 


eee Momence (CG). one Gar 
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winereas Bankshares--home office in Richmond-—had concentrated 


¢. 


on the metropolitan areas. 


PoInt-of-View. ~The Eleld yescarch was ucencueredaiaen 
Paeemanagement point-of-view. It focused on the management 
SeetsioOn-making problem of selecting either divect mie: gemses 


the holding company as a method of expansion. 


Timing. It was clearly advantageous to conduct this 
study while the top managements responsible for planning and 
executing the expansion decisions were still active in their 
Seqgeanizations. Conducting the study only five years after ine 
decision was made, and while expansion was still an active 
program, served to examine the important issues when they 
Seeeestill relatively current in time. Clearly, any substan- 
tial delay in conducting the field research would have reduced 
the accuracy and comprehensiveness of the information collected. 

With regard to the changes taking place in the Vir- 
ginia banking structure it was thought--for two reasons--that 
the period 1962-1966 was sufficiently long to reflect many of 
the underlying trends. First, the wave of mergers and holding 
Company acquisitions was not likely to comtinue for an ex-= 


tended length of time since the supply of acquisition eligible 


Sinterview with Mr. R. Cosby Moore, Chaixrman of the 
Beard, Virginia National Bank on July 31, £967. 


cae 


Pamhks Was being reduced. Second, as the merger and holding 
company movement matured, banks expanding on a statewide 
Pes were likely to approach the geographic Tames of thes 


expansion plans. 


Analysis. The analysis was designed to use the material 
drawn from the literature as a frame of reference, or point- 
of-departure, for the evaluation of the expansion experiences 
of the organizations studied. First, similarities and dif- 
ferences were explored between the literature and the point- 
of-view of the two managements in their selection of a form 
of organization for expansion. Next, the expansion strategy 
and results of expansion were examined to investigate further 
the relevancy of the information drawn from the literature. In 
this manner, the structure of the analysis tested the consis-. 
tency between these positions with a view toward evaluating the 
relative merits of expansion by direct merger and holding com- 
pany. | ; | 

Quantitative data such as deposits, earnings and select- 
ed operating results were used for two purposes. First, this 
information was used to describe the results of expansion and, 
second, as evidence in examination of certain of the alliegee 
mavanitages and disadvantages of the altermmative methods of 


expansion. 


i 
ct ee ELE MIETATIONS 


This research has several major limitations. First, 
the study did not encompass all of the major statewide banking 
systems in Virginia. Second, the focus of the field research 
was limited to a single point-of-view--that of management. 
Consequently, the scope of the field research did not investi- 
gate management considerations or actions in the context of 
Standards of "public welfare" or "public benefit", except in 
so far aS management considered them. However, this limita- 
tion of scope did not apply to the analysis of management's 
expansion experiences. Here, for instance, the points-of- 
view of other interested parties--such as stockholders or 
customers--were considered. 

A third limitation was that the findings and ceoneine 
sions may require modification as the passage of time provides 
more experience. For example, the advantages and disadvan- 
tages of one Poe Ct banking organization may change as the 
mecult of future state or national legislation, or after the: 
temger and holding company movement in Virginia has sYowed 
down. 

A fourth limitation of this research concerned the use 
of quantitative data primarily for descriptive purposes. The 
study did not include in-depth analysis supporting or contra- 
dicting previous research findings in areas such as: (1) eco- 
nomies of scale, (2) performance to structure relationships, 


or (3) concentration to competition relationships. 


CrAP ie tf 
HISTORICAL BACKGROUND 


A controversy underlying changes to Stdeemieg 1c Bayete 
regulating expansion has involved the “unit" versus “branch” 
banking issue. 

"Probably there is no older or 

deeper banking controversy than that 

between the proponents of unit banking, 

who believe such a system is essential 

to the maintenance of competition and 

the preservation of small banks, and the 

proponents of branch banks, who insist 

that efficiency and stability require 

Mabel On fico mime hat Lome . 0 / 
tie purpose of this chapter, however, is not to judge the re- 
taeive merits of "unit" versus "branch" banking per se, and 

Ee 
the diversity of state legislation which reflects the many 
attitudes on this issue. But, rather, the purpose is to 
develop an historical perspective of the environmental factors 
and forces that influenced Virginia bankers in their delibera- 
tions concerning the appropriate banking structure for the 
Sea te . 
The discussion is divided into six parts; (1) ieee. 


[ees period, (2) the 1928 legislation, (3) the 1929-1940 ¥per1ea 


feechne 1948 legislation, (5) the 1949-1962 period) ae 


ae eee on Money and Credit. Private (raniamicacrmeies 
Sertutions, Englewood@€liffs, N. J.: Prentice Hall, inc?) ae 
Oe 47. 
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mene l962 legislation. The developments of the 1962-1966 


period of expansion are dealt with separately in Chapter IV. 
ie, THE 1922-1923 PERIOD 


The events of 1922-1928 culminated in the passage of 
restrictive branching legislation in 1928. Three salient 
features stood out in this period. First, state chartered 
memes) ih Virginia could establish de novo branches in areas 
througnout the nee On tEme other hand, Natiemel oan 
were prohibited from branching uncer previous interpretations 
of the National Bank Act of 1864.° 

The second and third salient features centered on the 
Situation of The Morris Plan Bank of Richmond, now The Bank 
Of Virginia. This was the only bank in the state which had 
eeeooti shed de novo branches in large cities other than aes 
home office in Richmond. Furthermore, this bank operated 


under a Morris Plan franchise. The fact that it did not oper- 


ate as a regular commercial bank and that it established 


Deymovo refers to expansion by the openungge= ey 
Paseincne S . 





“Gorale C. Fischer, American Banking Structure (New 
York: Columbia University Press, 1968). See Chapter II for 
a historical discussion of the development of unit and branch 
banking, including legislative aspects. National Banks were 
not permitted to branch under Federal law until passage of 
the McFadden Act in 1927. This law limited branches of na- 
tional or state member banks to. their home city. 
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branches may have deterred other banks from branching on an 


area wide basis. 


The Role and Influence of The Morris Plan Bank of Richmond 

The Morris Plan Bank of Richmond had been founded in 
im 2 by Thomas C. Boushall, formerly an officer of the then 
National City Bank of New York.“ Interested. ns t aigieaiemea 
Memras Plan Bank in Richmond, Boushall received a franchise 
and financial backing from Arthur J. Morris, who was expanding 
the plan throughout the country. 

The Morris Plan Bank of Richmond was unusual in that 
it had a regular commercial bank charter, even though it oper- 


ated a Morris Plan franchise; it did not, however, take demand 


Ber. Appendix (B). Background on The Bank of Virginia 
was obtained through interviews with Mr. Thomas C. Boushall, 
Henorary Chairman of the Board and founder of The Bank of 
Virginia, and Mr. Frederick Deane, Jr., current President of 
The Bank of Virginia. The bank has had only two cnief execu- 
Pmmemorricers since its founding in 1922. The current Chics 
executive is Mr. Herbert Moseley, who succeeded Mr. Boushall 
io 59 


>Thid., p. B-2. A Morris Plan Bank was a financial 
institution which accepted as deposits only savings accounts 
and which made only instalment loans to individuals. This 
system of Morris Plan lending was devised by Arthur J. Morris, 
femrs Still a director of The Bank of Virginia. in 1910 
when Mr. Morris opened the first Morris Plan Bank in Norfolk, 
the availability of credit to average wage earning individuals 
was almost nonexistent. The original approach to the Morris 
Plan Bank was designed to fill the need for credit facilities 
for wage earners throughout the United States who, generally 
speaking, were not receiving this service from commercial 
banks of the day. 
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deposits or provide other commercial services. Activities 

were limited to savings accounts and instalment loans to 
individuals and small businesses. Late in 1922, the bank 
opened a branch in Petersburg. In 1925 another branch was 
opened in Newport News, by merger with the Merchants and 
Mechanics Savings Association. In 1928, a third branch was 
opened in Roanoke. Also, that same year, merger of The Morris 
Plan Bank of Norfolk made that bank a branch of The Morris Plan 


Bank of Bereiuen Glee 


Reaction of Virginia's Commercial Bankers to The Morris 


mt ee ee 


meee Bank of Richmond. The branching activities of The Morris 





Plan Bank of Richmond and its business in consumer instalment 
loans were not in consonance with the tradition of commercial 
bankers in Virginia.’ These deviations from tradition were 
such an unusual step away from the norm that The Morris Plan 
Bank of Richmond was said to be an anathema to many bankers 
11g) the State.°® 


Virginia commercial bankers' attitudes were described 


as being "Steeped in tradition", and this description helps 


caine p. B-3. The Morris Plan Bank of Norfolk was 
the original Morris Plan Bank founded by Arthur J. Morris in 
eeiLO under the name of Fidelity Loan and Trust Company. 


ed pone —o) 
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to explain why only one bank in Virginia was branching on an 
meeaewide basis during the 1920°s. For instaneo re pica 
comments of commercial bankers to the chief officer of The 
Morris Plan Bank of Richmond were that it was poor banking 
practice and an unnecessary risk to have "someone else lend 
your money" in branches distant from Richmond; that consumer 
lending waS a dangerous practice Since it was not a reliable 
Or desirable business, and; that the consumer loan would likely 
have an unacceptably high default Cees.” This lack of enthu- 
Slasm for branching on the part of Virginia bankers, however, 
Petemeypical of the generai attitude of commercial bankers elses 
where. In 1922, the American Bankers Association, in apparent 
response to various proposals to permit branching by national 
Pages, adopted a resolution which stated: 
"We regard branch banking or the 

establishment of additional OFFICES yb, 

banks as detrimental to the best interest 

of the people of the United States. 

Beenchemaanking 1S COntuany Wo cupsste 

policy, violates the basic principles 

Of OUG GOovernMent and concen umsares ene 


credits of the Nation and the power of 
money in the hands of a few."10 


2 


Ibid. On the question of “someone else lending your 
money", Boushall said that bankers failed to recognize a 
branch was not "someone else", but it was an extension of the 


main bank. 


eae cree Amexican Banking Structure, 7@p.CclG. soe or 
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Mee it was not until 1930 thateethe American Bankers Association 
modified its position on branching. ~~ 
The geographic and economic character of the state also 
serves to explain why only one bank in Virginia was branching 
momene 1920's. Virginia was divided into distinct regions; 
(1) Tidewater Virginia--Norfolk, Newport News, Portsmouth--was 
Maritime oriented, (2) Richmond was tobacco oriented, and (3) 
Northern Virginia was closely associated with the Federal 
Government. Furthermore, some areaS in Virginia had closer 
association with neighboring states, and in some cases still 
fomeeday: (1) Bristol in the far southwestern corner of Ene 
State had closer ties with Tennessee, and (2) the isolated 
‘Eastern Shore had closer ties with Maryland. Because these 
separate areas of Virginia had few economic, political or 
social ties, branching across geographic boundaries was unat- 
tractive to commercial bankers. However, to The Morris Plan 
Bank of Richmond branching was an essential element of strategy. 
Management in this bank believed that it was necessary to serve 
the major population centers, where the majority of the con- 


eZ 


sumers were located. In contrast to this, thevwlac «na 


terest in branching on the part of commercial bankers in Vir- 


ginia suggests that they were content to maintain the status 


ITtbid., p. 49. 
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ue, to continue to serve commercial cust@miers within their 


individual marketing areas. 


Developing Response of Virginia's Commercial Bankers 
feetne Morris Plan Bank of Richmond. '"Fraetion™ was develop- 
ing between The Morris Plan Bank of Richmond and some of the 
other commercial banks in Virginia. This situation came into 
the open early in 1928 when the Virginia Bankers Association 
prepared a revision to the existing banking code, to be sub- 
mitted to the Virginia General Assembly. This revision was 
to restrict the authority of banks to branch or merge outside 
of the home area of the parent bank, and to limit to 4 percent 
per annum the maximum amount of interest a bank could pay on 
savings deposits. The Morris Plan Bank of Richmond, a member 
of the Association, had not been advised of this proposal 
during the time it was being prepared by the Virginia Bankers 
Association. 

Actually, the revision was contrary to many of the basic 
policies of this bank and, in fact, appeared to be specifically 
aimed at restricting its Be ee For instance, The 


Morris Plan Bank of Richmond had paid 5 percent interest since 


to ohomas C. Boushall, "A Statement on Behalf of The Bank 
Of Virginia," to the Special Committee Appointed by the Pre- 
Sident of The Virginia Bankers Association to Study the Cur- 
rent Branch Banking Statutes as well as suggestions for their 
revision, April 24, 1948. 
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Mmeenfounding in 1922. The 5 percent savings rate was seen 
Bbyethe commercial banks as a threat to drain away eEheir savings 
fieeores, Since thelr Hates were generally 3 ipemeene iene 
Richmond area and 4 percent S150 For this reason, it 
Seeeared that the 4 percent rate limitation was ammove teommes 
feenet Competition from The Morris Plan Bank Of Richmond for 


Saving accounts by bringing its rate in line with that paid by 


the commercial ences oon 


This effort of the Virginia Bankers Association to limit 
branching and saving deposit interest was also related to 
legislative developments on the national scene. In the peried 
1910-1930 a great number of states passed legislation pro- 
hibiting branch banking or restricting the location of branches 
to limited areas. In 1910 there were 8 states with legislation 


prohibiting branching, but by 1930 the number had reached 23, 


ee Appendix (B), p. B-6. 


aodine difference in viewpoints between The Morris Plan 
Bank of Richmond and the commercial bankers in Virginia is forci- 
bly demonstrated by the Virginia Bankers Association proposed 
new statute to restrict further expansion of that bank and to 
render less effective its competition for savings accounts by 
setting a ceiling on savings interest. This action suggests 
commercial banks generally were not concerned with the "public 
welfare" and that they had no evolving "concept" or "scheme" 
of what the commercial banking industry should be--1it appears 
to work against the "public welfare" since it was aimed at re- 
ducing interest paid on savings and constraining the growth Of 
a new developing segment of banking which was intended to pro- 
“adie a source of credit to the consumer. 
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messi storical high. Two three-year periods loz ios 


pe §927-1929, account for approximately one-half of the anti— 


branching legislation enacted by the states between 1910- 


meno.* ! This concentration of antibranching Veqmetarlongin 


Eiese periods was attributed to activity of the Comptroller of 
the Currency and national banks to permit national bank branch- 


megs tn the 1921-1923 period: 
° Comptroller of the Currency 

Crissinger requested that Congress pass 
a limited branch bill for national banks, 
and when this was not done he began to 
authorize some of the institutions under 
his jurisdiction to establish limited 
service branches in their head-office 
cities. The impetus these and other 
actions gave to the antibranch movement 
in the early 1920's was quite apparent 
by. 1923 si pothestiiaal Of the Sts hommes 
case. This was the first clear test of 

the branching power of national banks, 
and the opponents of branching were so 
effective in convincing their state of- 
ficials of the importance of this litiga-— 
tion that eleven state attorneys general 
filed briefs as amici curiae, supporting 
the position of those opposed to national 
bank branching."18 





The action by the Virginia Bankers Association to re- 
Peet branching, in 1928, came at the peak of antibranching 


sentiment at the national level. This sentiment again had 


eee American Banking Structure, co .cilt. oe 
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mesulted from an effort on the part of national banks to obtain 
eam@ai branching privileges with state banks: 
"The second interval in which a 
large number of states prohibited branch 
banking began with passage of the McFadden 
Act in 1927 and terminated in 1929. Mim 
the 1927 legislation the antibranch forces 
had won a considerable but not complete 
Victory. Branching by national banks 
was limited to the head-office city (town, 
village) and it was allowed only if the 


relevant state law also permitted state 
banks to establish and operate branches." 


ee 
Consequently, it 1s reasonable to assume that the passage of 
the McFadden Act influenced the Virginia legislation; this 
Supposition is supported by the fact that provisions of the 
McFadden Act were reflected in the amendment to the statutes 
proposed by the Virginia Bankers Association. Moreover, the 
announced expansion plans of The Morris Plan Bank of Richmond 
to branch into new areaS gave specific meaning to the legisla- 
Piemein Virginia. 

However, during the 1928 session of the General Assembly, 
Swemedairman of the Legislative Committee and the Secretary 
of the Virginia Bankers Association called on the President 
of The Morris Plan Bank of Richmond. In this meeting it was 
suggested that if the bank's representatives would support 


the proposed code change limiting savings interest to 4 per- 


cent, the Legislative Committee of the Association would 


Since peas a64e 
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undertake to have the code amended specifically to permit 
Peaches in other cities than that of a bank's head office, 


provided the cities would have a minimum population of 


SOMoI00.. -° This compromise was accepted by The Morris Plan 


Bank; it was subsequently incorporated into the 1928 banking 


code, which established legislative framework for "limited 


Peanching” in Virginia.*? 


thee lob ee 2 0 SE CLS LATION 


The legislation approved in 1928 was more restrictive 


of branching activities than the previous legislation. 27 


Seecifically it restricted expansion by de novo branches, 


teen, OF purchase to limited geographic areas. The State 


ger. Appendisea(B) | pp. B=-5-6.; 


eo p. B=6. An ironic twist to ehis overs or. 
by the commercial banks was that The Morris Plan Bank of 
Richmond wanted to reduce its 5 percent savings rate, yet 
could not for fear of losing depositors. It so happened that 
the bank was having a difficult time attracting savings even 
though 5 percent was paid and most commercial banks paid 3 to 
4 percent. A large segment of the saving public shared the 
feeling that "Something must be wrong" if the prestigious com- 
mercial banks are paying only 3 to 4 percent and this new bank 
Meeercent. The Morris Plan Bank of Richmond was looking for 
a way to solve the "5 percent rate problem" and, at the same 
time, continue to expand in the more populated areas of the 
state; therefore, the compromise of rate reduction for limited 
branching was readily accepted. 

Sei was noted earlier, bankers in many places in the 
country in the 1920's and 1930's, not just Virginia, were able 
to affect the course of legislation and thus influence the 
course of competition in their states. 
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Corporation Commission was permitted to authorize banks having 


paid-up and unimpaired capital and surplus of $50,000 or more 


co meen: > 


ay within the Limits Gf Ehe city, town vor 
village in which the parent bank was located. 

bj in any caty having a populaticn of ee lece 
than fifty thousand inhabitants; and 
Pome rge Or purchase a bank: 

a) within the same or adjoining counties or 
banks within a distance of twenty-five 
miles of a parent bank, provided that the 
banks involved had been in actual operation 
for a period of two years or more, except 
that the State Corporation Commission under 
certain conditions could waive this time 
requirement. 

The effect of this legislation was to restrict bank 
expansion to the geographic area immediately surrounding the 
home office and to population centers of 50,000 and more. 
Newport News, Norfolk, Petersburg, Portsmouth, Richmond, and 
Bermomwe met the population criteria for de novo branches in 
mmemperiod 1929-1948. 


aCe. Appendix (D), Branching Provisioem o7 venewieZe 


Legislation (Excerpts from the Code of Virginia 1942, Chapter 
164A). 





eee 
ieee Ihe 2 eso P is Oe 


During the years 1929-1948, commercial banks began to 
expand into the area of consumer finance and, in turn, The 
Morris Plan Bank of Virginia into commercial accounts.* There- 
fore, "head to head" competition in addition to branching were 


jmeanes which contributed to the enactment of even more resteric— 


tive branching legislation in 1948. 


The Early Image of The Morris Plan Bank of Virginia 
During the years 1920-1940 commercial bankers considered 
The Morris Plan Bank of Virginia, operating in the instalment 
loan area, nothing more than a high-class small loan company.“ 
This attitude was aggravated by the fact that historically com- 
mercial bankers had not considered it ethical to advertise 
for loans--and this continued into the 1930's--whereas Morris 
Plan banks engaged in extensive advertising. They were char- 
emer zed as "sort of razzle-dazzle promoters from the begin 
ning," 1.e., merchandise was given away to get accounts. *° 
While such practices are acceptable today, the Morris 
Plan banks were doing this at a time when it was considered 


24name changed from The Morris Plan Bank of Richmond 


mame Morris Plan Bank of Virginia, July 1, 1928. 


*>c¢f. Appendix (B), p. B-7. 
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most improper.*’ These circumstances reinforced the view of 
Ene commercial bankers in Virginia that the small Morris Plan 


Bank of Richmond was not really a bank at all, and certainly 


maneort the same stature as a commercial bank.°° 


Semmercial Banks--~Consumer Finance 

During the years 1920-1939 and on through World Wares, 
the volume of commercial bank loans strongly tended downward. 
In the decade of the 1920's total commercial loans of all 
national banks decreased from just over 10 billion dollars to 
@eeroximately 7.5 billion dollars.?” This decrease was at- 
tributed to a general "role back" of commercial borrowing from 
banks: 


"Business, influenced among other 

factors by the cheapness and abundance 
of long term funds, turned more and more 
in this period to the securities mar- 
kets for its capital requirements, and 
relied less and less upon the banking 
structure, so that commercial loans 
declined as bond--and stock--prices 
inereased, "20 


el thid. There were no other Morris Plan banks in Vir-— 


fea aiter the conversion of The Morris Plan Bank of Ports= 
mouth into the Commercial Exchange Bank around 1940. 


28 pia. 


2° albert R. Keech, The Financing Of Large Corporaciome 
1920-1939 (New York: National Bureau of Economic Research, 
Mes), p. 69. 


wanereae Cortez Abbott, The New York Bond Market 1920- 


1939 (Cambridge, Massachusetts: Harvard University Press, 1937), 


Fe emanated 
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By the end of the 1930's the total of commercial loans 
of all national banks was down to just over 4 billion dollars, 
a decrease of approximately 6 billion dollars since 29) 
The depression in the 1930's accounted for this continuing 
downward trend. And this trend continued through World War 
II--corporations were highly liguid from war contracting pro- 
fits; the non-essential segments of the business sector found 
it difficult to replace depleted inventories; capital outlays 
were generally limited to war industries, for war essential 
new capacity. Consequently, commercial bank loans were further 
liguidated and banks shifted heavily into the government 
securities market, where the government was deficit financing 
Ememwar effort. 

Therefore, during the whole period from 1920-1945, there 
was every reason for commercial banks to look for new outlets 
for loans. However, most commercial bankers were slow in re- 
SeamiZzing and responding to the oppor euamenee in the area of 
consumer finance. As a result of this, the large-scale entry 
of banks into the field of direct consumer lending is a compar- 


atively recent development in the history of commercial banking. 


There Was a Slow Shift in the Attitude of Commercial 


er eee ee 
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Prior to the 1900's direct consumer lending by commercial 
banks was conducted on a highly selective basis. Most banks 
were engaged in the occaSional extension of direct consumer 
ees, but the practice was most generally confined to the 
accommodation of established bank customers; as a general 
rule, it was looked upon aS an exception to established bank 
lending policy. The shift in bank attitudes came slowly and 
not uniformly among individual banks, and by the end of the 
1920's a number of large banks in the nation had established 
eeesonal loan departments. 
"The National City Bank of Newavor: 

was the first major commercial bank in the 

United States to establish a separate de- 

partment for making small loans, when it 

inaugurated its Personal Loan Department 

Oneticy 4) eebho2 > me wee ner cleo a Cee imilmere 

its initial program was modeled on the 


Morris Plan, which was inaugurated by 
Arthur J. Merris as early as 1OL0uim 


Noerolk Verginia. Our bank, however, 
developed its own forms and internal pro- 
cedures. Its general objective was to 


provide Toans ii modest amount swaie rcasome 
able rates, repayable in monthly instal- 
ments to wage earners, small merchants and 
ethers who, at that Emme, Nad water c on 
Norwecredle Standing ian ‘eommerecila Weedicor 
The extension of such credit facilities 
was a logical outlet £or deépoestes rer 
Sulting from savings accounts, another 
service which commercial banks adopted 

in the twenties." 


a rirst National City Bank of New York, letter dated 


sepreember 2/, 1968. 
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inethe 1930°s, growehn in demand for consumer ercarte 
associated with the mass appeal of the automobile, favorable 
experience of banks in consumer lending under programs of 
government loan insurance, the combination of low interest 
rates, large excess reserves and recognition of amortization 
peameciples to consumer goods, served to stimulate bank interest 
in consumer encentciee 

Also, the economic impact of the depression altered 
attitudes toward consumer credit. Commercial banks were not 
making many loans because the national economy was stagnant 
and commercial customers were reluctant to borrow. At the 
same time, the depression affected consumer lending, but not 
quite to the same extent. Therefore, there was relatively 


: Z 34 
Memermocemand for consumer credit than commercial credit. 


Peeotnia Commercial Banks--Consumer Finance 


In Virginia, The American Bank and Trust Company of 


Richmond opened a consumer loan department in tS ees This 


was Said to have had a startling impact on the banking 


33 commission on Money and Credit, Op.¢it., pp -o-oee 


ore /NeypereyinGllog  1Ue))) 4) ely Jekerel - 


orc. n. 3. Also it was noted that The National 
City Bank of New York (now the First National City Bank) 
wMeesited The Morris Plan Bank of Virginia to study the proce 
dures and forms prior to establishment of its own consumer 
Gestalment loan operations in 1928. 


Piva S 


community in the state and elsewhere.°° yet, two points sug- 


pest a continuing lack of interest Inthe conaincrearease, 
eos bank and by other commercial banks in Virginia. First, 
American Bank and Trust located its consumer loan department 


in the basement of its building, probably to separate its 


“working man" business from its "carriage trade." >/ And, 


Five years later when the bank did not reopen after the bank 
holiday, "paper" from its consumer loan department offered to 
The Morris Plan Bank of Virginia totaled approximately $116,000. 
This amount was negligible when compared to The Morris Plan 
Beam Of Virginia's $7 1/2 ennetone Second, The Morris Plan 
Pam Of Virginia, in 1937, held more consumer instalment loans 


than all of Virginia's commercial banks and finance companies 


Perbined. > 


ob uch pees 6- 


3T interview with Mr. A. Halsey Cook, ExecuiEi ve Vice Pree 
pemeent, First National City Bank of New York, on October 37 loGc8 
The supposition that the basement location was to Separate the 
"working man" and “carriage trade" is supported by the fact that 
the First National City Bank of New York--when establishing its 
consumer loan department--also chose to operate this department 
apart from its commercial business for this reason. 


oR ppendix G5), Bao 


ey. Another example of a commercial bank's attitude 
toward consumer credit was the effort on the part of a New York 
correspondent bank to drop The Morris Plan Bank of Virginia's 
$300,000 line of credit unless auto loans and new office con- 
struction were stopped. In 1928 the Morris Plan Bank of Vir- 
ginia was the first bank in the state to buy dealer automobile 
paper and in 1935 the first to do extensive direct (over—-the, 
eounter) collateral auto loans to consumers. 
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An article on banking in Virginia, published in 1965, 
termed the expansion of commercial banks into consumer credit 
mene revolution of service”. It confirms the “tradition 
bound" attitude of Virginia's commercial bankers, which has 
been described in the earlier paragraphs: 


"The commercial bank of today is 
indeed the department store of finance-- 
but it has not always been so. Throughout 
the 19th Century and in the early years of 
the 20th Century, Virginia bankers? salen 
with their fraternity brothers in other 

,parts of the nation, were steeped in the 
banking principle of note and deposit issue 
based upon short-term, self-liquidating 
business credit. True, some loans were 
made to individuals, for home purchase 
or for other reasons, but the credit rating 
had to be of the highest quality. In the 
early 1920's, Virginia bankers still con- 
Sidered the active promotion of banking 
services for the average individual as 
outside the area of active competitive 
pursuit. However, a change was already 
under way which, although more than two 
decades were to pass before its fruition, 
was destined to change the patterns of 
accepted banking practices more drastically 
than any previous change in banking's 
history. This emerging change acknowledged 
the fact that commercial banking had much 
to offer to the average individual and 
that the individual, in large numbers, 
could make a substantial contribution to 
bamk profits.40 


The Morris Plan Bank of Virginia Becomes a Full Service Bank 
In the 1930's, policy changes were initiated at The 


Morris Plan Bank of Virginia to broaden the scope of its 


UR. Pierce Lumpkin, "Virginia Banking Today: The @uiee 
Revolution," The Commonwealth, March 1965, p. 27.., 
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Bemvices. These changes were in response to thesentry sor 


: 41 
@anmmercial banks into Ehe area Of COnSUmereecteatc. 


Tira teary 
The Morris Plan Bank of Virginia took only checking accounts 
of individuals. Later commercial checking accounts were 
taken and just before World War II, the bank entered the com- 
mercial lending field in active competition with the other 
commercial banks. 77 However, The Bank of Virginia's commercial 
growth and development phase did not really start until after 

43 


World War II. Before that time the bank had commercial ac 


counts, but in a modest amount. 


The Branching Issue Arises Again 

By 1948 The Bank of Virginia had successfully implemented 
its strategy of expanding into the commercial area in direct 
competition with commercial banks. It had grown to be the 
Sixth largest bank in Virginia. ** Tt was still the only bank 
in the State which had developed a branch system in cities 


with a population over 50,000, and it had plans to expand into 


er. Appendix (B), p. B-9, nN. 5. GBoushal A cree: waa 
government insured FHA Home Improvement Loans in 1934 were a’ 
factor which brought Virginia's commercial banks into the con- 
Sumer area. 


Seon) pe Bao=a10% 


Serer p. B-10. The banks name Was) cranged = nome ea 
Momnis Plan Bank of Virginia to The Bank Of Virginia, sagan 
imeet94G6 in order to qualify more specificakly for commererar 
accounts. 
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new areas when they met the population provisions of the 
meen ching Tees TiWsp ene move of Pie wBank of yt ieanen 
into commercial accounts, the anticipated expansion On seme 
bank into Alexandria and the request for Soorouel of a vitae 
branch in Norfolk were circumstances which rekindled the 


branching issue among some of the commercial bankers in the 


meee. © 
Another matter of concern to some of the bankers in 
Virginia was the question of “out-of-state control." Since 


its founding the major stockholder in The Bank of Virginia 
had been the holding company established to franchise Morris 
Plan banks throughout the United States. As late as 1953, 
when the control of The Bank of Virginia was sold, the hold- 
ing company still owned 57 percent. This out-of-state owner- 
Ship compounded the unfriendly feeling of the other commercial 
banks in Virginia towards The Bank of Virginia; it was used by 


the opponents of branching to argue the "alleged dangers" of 


eme-ot-state eoneeotec! So for the second time in 20 years 


pce: Appendix (B), p. B-10. The Bank of Wirginiogewe 
pected that Alexandria would meet the 50,000 population re- 
quirement after the 1950 Census. 


orice: pp. B-10-ll. Dean stated that The Bank eo]. 
Genta had grown up “relatively unnoticed” by the other “eemmen. 
Cial bankers because it was not until after World War II that 
it became an active and aggressive competitor in the commer- 
Cial accounts area and because it had not been considered a 
Mecitimate competitor up to that time. 
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Ibid., pp. B-11-12. 
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The Bank of Virginia, aS a major proponent for expansion, was 
moeue tO play a central role in a controversy over leqiusia- 


mom tO Curb branching. 


Press Coverage of the Branching Issue 
In February 1948 an editorial reported the issues being 
discussed in the following terms: 


"It is regrettable that the question 
of the advisability of placing Stwmmete: 
limits on branch banking in Virginia has 
been raised in a way that makes it dif- 
ficult for the General Assembly to decide 
the issue strictly on its merits and from 
the standpoint of the welfare of the 
people of Virginia rather than on rival 
Dolliaimcmei@erests 4° 


The present status of the matter 

is that of a fight for advantage between 

The Bank of Virginia and the members of 
the Virginia Bankers Association. They 

are alarmed by the growth of the former 

and by its apparent inclination to ex- 

tend its operations into new localities, 

amcdetheyewant a law EO protectun rien 


The “main contenders" in the branching controversy were 


the Virginia Bankers Association, the advocate for a ban on 


ae is noted that the "welfare of the people" in the 
1920's and 1930's was nowhere nearly as well accepted as a 
teow Criterion for judging the impact of banking legislation 
on the structure of banking. For example, before the enactment 
of The Bank Holding Company Act of 1956 and The Bank Merger Ace 
of 1960 Federal statutes provided relatively few guidelines re- 
gulating expansion of commercial banks. These statutes now 
include explicit public interest considerations. 


Mahe [Charlottesville, Virginia] Daily Progress, 
Bepruary 7, 1948. 
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Branching, and The Bank ©f Virginia, whose operat lomsewes. 
singled out as typical of the problems inherent in statewide 
branch nines Arguments aired in the presseagainerwaa mem 
banking were that: 

a) branch banking created a most dangerous monopoly 
which must be guarded Eco 

b) the number of banks in a community must be limited 
pemenat each one will be strong enough to Proeeecrmrea. 
meople; ~~ 

c) branch banking created a much greater opportunity 


for out-of-state control of Virginia financial ne ekeurer toners 


d) the "unit bank" system was “most consonant with 


the genius of the American people" and was protection against 


@oaain Or branch monopolies.>* 


a arene Times Dispatch, February 9, 1948. Fears of 
banking monopoly were not a new issue. This argument can be 
Ie@aeed back to the 1830's; it involved questions of banks cx 
no banks, and free banking laws or control of bank charters. 


Slinid. 


ae Note there appears to be a conflict between a) 
and b), yet both were cited in the same article as arguments 
feeinst branching. 

>3Tbid., Many references were made to the out-of-state 
eemerol Of The Bank Of Virginia. Control was traced througe 
the Morris Plan Corporation, The American General Corporation, 
The Equity Corporation of New York to the Oceanic Trading Com- 
eany, Ine., A Panama Corporation. | 


> 4 Richmond Times Dispatch, February o> aoe 
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Arguments aired in the press for branch banking were 


islet : 


a} branch banking encouraged unfettered competition 

pees 

and avoided “closed shop for the bankers union ; 
b) banking service to the people was improved;>° 


c) legislation should not be passed to limit competi- 


tion, but to encourage ae 


d) no legislation should ever be passed in Virginia 


which was leveled at an individual or specific corporation. 


Legislation should be aimed at pester teria 


One observer offered the opinion that the outcome of 
the 1948 controversy over branch banking was never really in 
doubt. The contest between The Bank of Virginia and the Vir- 
ginia Bankers Association was described as a mismatch: 


"The contest appears as uneven as 
any possibly could be. Not only is the 
Virginia Bankers Association a powerful 
Organization in its own right, bue many, 
members of the General Assembly are most 
certain to be sympathetic with the intent 
of the legislation. Checking the member 
ship of the Senate, it appears that a 
Majority of the Senators are bank aecormeya, 
bank directors, or bank officials.) Sinerne 


> Thid., February 18, 1948. 

>©pichmond Times Dispatch, February 9, 1948, op. cute 
>’ Ri chmond Times Dispatch, January 13, 1948. 

58 
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House Of Delegates, about oOne-quarce: 

of the members are either officers or 

directors of banks. Not one member of 

either the Senate or House, however, is 

Kmaiown to be an Officer; director, om 

attorney of The Bank of Virginia."99 
The anti~branching bill was passed by both the Virginia Senate 
ama House by wide margins and de novo branching or mendemson 
a statewide basis was prohibited. ©? 

With regard to the reporting of the branching issue in 

the press two points require comment. First, while both the 
pros and cons of branch banking were aired, the great prepon- 
Gerance of editorials supported The Bank of Virginia. °+ Seconmay 


1t was clear that the great majority of the arguments cited 


in the press for and against branch banking were oversimplified. 
IV. THE 1948 LEGISLATION 


Changes to the Virginia Code enacted in 1948, which 
Poiaaned in erfect until 1962, eliminated de novo branching 
Memettics having a population of 50,000 or more. De novo) 


branches were restricted to the parent-bank city, town, or 


>? Richmond Times Dispatch, January 23, 1948. 


© Oni chmond Times Dispatch, Februjany 17, 1046 nee eee 
Peeoea the House by a vote of 70 to 22. 


MRE: , February 26, 1948.5 Thegeria: 
passed the Senate by a vote of 30 to 8. 


oeCe. Appendix (B), p. B-ll, nm. 6. According seen en aa 
cords of The Bank of Virginia there were 22 editorials for and 
none against the position of the proponents of branching. 
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village; °° Merge im Oi purchase°? EO the Sanetor sac joanna 
county of the parent bank, or of banks located within 25 
miles of a parent bank. The net result of this legislation 
was to eliminate sere etunicies for expansion of banks outside 
of their home areas. 
Pie etedia ae ron Boned that the State Coxnpemaemed 
Commission was permitted to authorize banks having paid-up and 
Momiioalred Capital and surplus of $50,000 or more to branch: °4 
a) within the limits of the city, town 
or village in which the parent bank is 
located; 
tormerge or purchase a bank: 

a) within same or adjoining counties or 
a bank located within a distance of 
Ewenty-Live miles Of a parene bank, 
pice Gaede lat che banks shall have 
been in operation for a period of 


five years or more, except that the 


Oe heya or village" is considered the same as being in 
the county for definition of location under the Virginia bank- 


mie code. The significant location distinction is between 
ieee and “county”. | 
63 


Under Federal and Virginia codes there is no real dis- 
tinction between merger, purchase, or consolidation of assets. 


eer Appendix (fF), Branching Provislon Creo w 
Legislation (excerpts from the Code of Virginia 1950). 
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State Corporation Commission under 
certain conditions may waive this time 
ee ckiniee Meth ter. 

The 1948 legislation contained a "grandfather" clause 
Specifying that the restrictions did not apply to branch banks 
established prior to June 29, 1948; nor to branches already 
authorized by the Commission, but not yet opened. The effect 
was to allow all of the branches of The Bank of Virginia in 
the cities of Newport News, Norfolk, Petersburg, Portsmouth 
and Roanoke to continue in operation. 

In addition the 1948 legislation reguired that bank 
expansion meet certain conditions not included under the pre- 
vious legislation. See tnieni iy. the State Corperarien seen. 
Mission was permitted to authorize de novo branches and mergers, 
"when satisfied that public convenience and necessity will 
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thereby be served." Thus, for the first time, the state law 


contained an explicit public service requirement for expansion. 
V. THE 1949-1962 PERIOD 


iehe 14 years folilowing the 1946 leqastlartienmen wa 
Were ,erforts to liberalize branching. In July 1961, the 
Peenmond Times Dispatch carried the headline: “Curbs on Bank 
@mevirginia Boomerang--Competitors Feel the Pinch of the i9¢a¢ 


Pon P aoe 
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ites. Six months later 1t Carried another headline creadang. 


“Virginia Banks Hamstrung--Laws Curb Expansion."°° 


As implied 
Dbyecnese headlines, Virginia bankers were findmmg@eit inereas— 
mely difficult to control their own destiny. This resulted 
From a number of developments which were causing some bankers 
E@etreappraise the branching issue. Specifically, the develo. 
ments in question were industrial and urban growth throughout 
the state, growing competition from large out-of-state banks 


to the north and south and growing concern over the expansion 


of bank holding companies in the state. 


Industrial and Urban Growth 

During the years 1948-1962 the state was making a rapid 
transition from a rural economy to an industrial and urban 
economy. For instance, in 1950 more than 50 percent of the 
population of Virginia lived outside metropolitan areas, but 
by 1960 more than 56 percent lived in urban centers. During 
this period population in the metropolitan areas increased 
seven times faster than the remainder of the state, and wages 
and salary income far out-stripped farm income. This rapid 
growth of Virginia's urban and industrial communities was 
placing increasing pressures on banks in the state, whose own 
growth was restricted. 


ao enon Times Dispatch, July 2, 196); and enieamene 


times Dispatch, January 14, 1962. 
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Geowing Out-of-State Competition 
In the early 1960°%s banks in North Carof®ina, Maryland, 


and the District of Columbia were larger than banks in Vir- 
Bouiia. The greater lending ability of these banks was alleged 
femme the reason for the increasing frequency Of (Ehe finajerne 
of large commercial and industrial projects in Virginia by out- 
@f@-state banking institutions. For instance, the constructions 
Omeuhe H. H. Porter Company, $2,650,000 electrical transfonmmes 
plant at Lynchburg, and its $1,500,000 to $2,000,000 Dissten 
Saw Division in Danville were financed by a North Carolina 
Bank.°? 

To compete for these larger lines of credit, Virginia's 
bankers saw the need to become larger banking units. In sup- 
Bemwe Of this position the presidents of three large Richmond 
banks were quoted as saying: 

| "Large industries need large credit 
lines. The biggest bank in Virginia can 
Geter only 51,550,000. “Or comeidem semis 
Richmond has four of the six largest banks 
in the state. Yet all four combined can 
offer an industry no more than $4,950,000: 
Byeconerast, in any of 1S Newen Camo ering 


cities an industry can obtain five mil- 
lion dollars from a single bank." 


67 Richmond Times Dispatch, July 2, 1961. 


©8 Richmond Limes  Dilgwaice ls January 14, 1962, OD Cie 
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Growing Holding Company Competition 


Virginia bankers also were faced with increasing com- 
Petition from a new source, bank holding companies. Expansion 
of these institutions was not regulated under the Virginia 


banking code. They were extending their operations, primarily 


in Northern Virginia, by acquiring banks as Seed ieeome et 


this manner the acquired banks did not become branches, but 
remained separate units of the holding company under Federal 
Laws and under the supervision of the Federal Reserve System. 
Consequently, holding companies had a competitive advantage 
over banks with regard to expansion: 


"The two biggest banks in Winchester 
will be acquired by holding companies, 
if present negotiations are successful, 
and Virginia bankers will have another 
reason to ponder their course for the 
ait te Uleiaeree 


Group banking--or holding company 
banking--1is increasing in Virginia and 
many bankers believed there will be more 
important acquisitions by the holding 
companies in the months ahead. 


This growth is occurring while many 
Virginia banks are in a straitjacket. 
‘The big commercial banks, which are 
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vMecginia: 


Two holding companies were becoming quite active in 


(1) Financial General Corporation. Financial General 
was originally established in Virginia in 1925 under the name 
of The Morris Plan Corporation of America: this was the ori- 
ginal Morris Plan holding company. | 


(2) The First Virginia Corporation. Srlrces ieoemeee 


was incorporated under the laws of Virginia on October 21, 1949 
as Mt. Vernon Insurance Agency, Inc. Its name was changed to 
iicmEIlnst Virginia ,GOrporation on December iia >u. 
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closely associated with the Virginia 

economy and vital to it, are unable 

EO.expanc because of the hie hac. 

strective beanch banking Fay eiae. oe 

@ercarciey wae 
In addition holding companies were able to pool their lending 
meseurces, thereby, providing larger lines of cred: foreeme 


expanding industrial base of the state. 


The Virginia Metropolitan Plan 
In early 1961, spurred by competitive pressures and a 
changing environment seven banks cooperated in formulating 


uf (1) First and Merchants 


"The Virginia Metropolitan Plan: 
National Bank of Richmond, (2) State-Planters Bank of Commerce 
pi@e@e trust of Richmond, (3) Central National Bank Gi Richmond 
(4) National Bank of Commerce of Norfolk, (5) First National 
Exchange Bank of Roanoke, (6) Peoples National Bank of Char- 
lottesville, (7) Shenandoah Valley National Banna This was 
an attempt to acquire the support of other bankers throughout 
the state for a change to the restrictive branching legisla- 


tion. The plan envisioned merger between banks having head 


offices in metropolitan areas, defined as cities of not less 


102i chmond Times Dispatch, November | l,i 9ol: 


ore Appendix (G), The Virginia Metropolitan Plan. 


lore Pom encix. | (8) ample Saker 
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than SOOO mae Prior to the convention of the Virginia Bamwens 


Association in June, 1961, sponsors of this plan visited 
Mimkers throughout the state to generate Support aor changing 
the law. Their objective was to gain endorsement of the plan 
at the convention for subseguent presentation to the General 


Assembly in January 1962. 


The Kramer Committee 


Opposition to the plan was Stone.” A€ the June slau 


meeting of the Virginia Bankers Association the branching issue 


was referred to a Special committee of the Association, The 


7? 0his plan proposing a form of limited branes 


an example of a lack of a “conceptual scheme" of what banking 
aS an industry should be, 1.e., given a "conceptual scheme" 
implementing legislation should logically follow. This history 
of the branching issue in Virginia shows no evidence that this 
concept was debated; therefore, this "key" to the solution of 
the problem seems to have been overlooked. 


me reason for the failure of Virginia bankers to 
Support the Virginia Metropolitan Plan was advanced by Mr. Green, 
Vice President of First and Merchants, and a member of a group 
appointed to generate support for the plan throughout the state. 
The Virginia Metropolitan Plan was primarily sponsored by the 
larger banks in Richmond. To be accepted as a resolution by 
the Virginia Bankers Association it needed support of the large 
number of small banks in the state. It was hard to gain this 
Support because the small banks felt there were dangers in- 
herent in statewide branching systems. Many small bankers 
were reluctant to give up marketing area protection enjoyed 
mmae@er the 1948 legislation, regardless of the broader economic 
benefits to the state. Another reason was that the sponsoring 
bankers did not have sufficient time before the June convention 
Eeomgacher Supporters throughout the state. 
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do 


Kramer Committee. This committee was to report its findings 


[jena Special convention: the Virginia Bankers Association 
Mevember, L961 so that the issue could be brovghe betorerene 
moe General Assembly. But the special convention provision 
was voted down under a motion by Mr. Harry Nichols, President 
Gf the Southern Bank of Norfolk, and the report was scheduled 
mom the convention the following Gune. Because of this change 
any Virginia Bankers Association sponsored ection to ease ex- 


pansion restrictions would be delayed two years, to January 


1964, when the Virginia General Assembly would again meena 


Meeting in the late fall and winter of 1961, the Kramer 
Committee encountered difficulty obtaining a concensus on its 


recommendations for changes to the branching legislation. A 


. ; : 77 
mgmoeer Of alternatives were considered: 


nericen Banker, August 31, 1961. The committee was 
appointed by the Virginia Bankers Association President, H. E. 
meme, to consist of the following: C. A. Kramer, Presiden, 
Parmers and Merchants State Bank, Fredericksburg, Chairman; 
Eemecosby Moore, President, National Bank of Commerce, Norioi; 
mmeecter Harris, Jr., President, Southern Bank and Tissue. toe 
meme: Giles H. Miller, Jr., President, First National Bank, 
Danville; John S. Fulcher, President, Carroll County Bank, 
Hilisville:; Herbert I. Lewis, President, Bank of Gloucester; 
emo Dr. Cnarles C. Abbott, Dean of the Graduate School of 
Ew@erness Administration of the University of Virginia. 


Ce. Appendix (B), p. B-13, n. 7. Rather than welts eee 
more years for possible resolution of the branching issue The 
Bank of Virginia formed a holding company as a means of avoiding 
the expansion restrictions. 


"Virginia Bankers Association letter of December 13, 
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is thes Varginia Metropolitan Plan 

2. Removal of all legal restrictions on statewide 
branch banking. 

3. Authorization of statewide mergers. 

4. Regulation of holding companies under Virginia state 
jaw to limit their expansion to the same degree as unit: banks 


were limited, i. e., to eliminate the current expansion advan- 


tage enjoyed by the holding companies in Virginie = oe 


iene ebuck-Holland Bill 
On January 18, 1962 a bill favoring statewide branching 
was introduced in both houses of the General Assembly. It 


aes COMplete surprise to the Virginia banking communvey? 


io, The “impression” of Mr. R. F. Daniel on the basic ap— 
proaches to bank expanSion which were being considered by the 
Kramer Committee. 


Teeter copy. dated September 8, 1901, te Mra Rae 


Daniel, Executive Vice President of The Virginia Bankers As- 
sociation, from Mr. David I. Mays, Law Officer of Tucker, Mays, 
Moore, and Reed. This letter said that legislation to re- 
-gulate expansion of holding companies in Virginia was not a 
clear-cut alternative; the present state of the law was that 
mmeate May pass legislation more restrictive than the Beaqera- 
meen the area of holding companies, but until the issue wae 
decided in the Federal Courts it could not be considered 
absolute. 


19 Bank Holding Company Facts 1966, ASsseocilariGmiome == 
gistered Bank Holding Companies, Washington, D. C., p. 32. 
Holding companies were restricted or prohibited in 16 states, 
eeece from Virginia. 











hbo 5 


Since it came about as the result of independent action of 
80 


two legislators, Messrs. Buck and Holland. 
The Kramer Committee had not reached any conclusions 

Or made any (useful) report to the Virginia Bankers Associa- 

mon prior to the introduction of the Buck-Holland Bills wien 

ever, on February 1, 1962, the committee recommended that "in 

the best interest of the public and banking, the Association 

Support legislation which would provide for permissive state- 

wide merger of banks subject to all other restrictions on 

branches as are now contained in the existing statutes"? 

This recommendation was apparently intended to remove any 

major opposition to the Buck-Holland Bill, which with several 

amendments became law on July 1, 1962. This legislation opened 

memew Cra Of banking in Virginia. The bankers in Virginwa 


interested in statewide expansion now had three methods to 


achieve their objective: 


See Buck, of Abingdon, Virginia, was the representa— 
tive of his area in the House of Delegates. Mr. Holland, of 
Isle of Wight, was Chairman of the Senate Committee on Banking 
and Insurance. They both were presidents of relatively small 
banks in Virginia. Interviews with several bank officers who 
were closely involved with the legislation indicates that Mr. 
Buck and Mr. Holland acted on their own, independent of the 
Study being made by the Virginia Bankers Association. In parti- 
cular, Mr. Holland's motivation was said to be based on the 
Seeeognition of long run needs of the State Of Virginia, yang 
also to give banks a choice between merger and joining a hold- 
mec company group, Cf. Appendix (3B), p. B-14. 


«Kramer Committee, copy of Minutes of Meetings of 
Special Committee on Branch Banking, February 1, 1962. 
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hoo hx pans On oy ie mee is. 
Zu Expansion) by Molding company. 


3. Expansion by both holding company and merger. 
Viz tHe E962 LeGtiSLATION 


Changes in the statutory situation brought by the Vir- 
ginia Banking Act in 1962 provided an opportunity for statewide 
expansion of banks. For the first time since 1927 banks could 
expand into any community in Virginia by merger, regardless of 
Bepulation. Under this legislation, however, additional@de 
meer eoranckes could not be established atter a Mergen smpeemeas 
outside the area of the parent bank. 

The State Corporation Commission, when satisfied that 
publi¢ convenience and necessity would be served, was permitted 
to authorize banks having paid-up and unimpaired capital and 
Beimeelus of $50,000 or more to peach 4 ae 

a) within the limits of the city, Eown on counm am 
which the parent bank was located; 


Eoer. Appendix (EH), Branching Provisions of the 1962 


legislation (Excerpts from the Code of Virginia 1950 and the > 
1964 Cumulative Supplement). 


cern further change in the 1962 legislation was the fact 
that public necessity for additional banking facilities need 
not be proved on application to the State Corporation Com- 
mission when the proposed new bank will be located in a poli- 
tical subdivision where all banks are owned or controlled by 
holding companies, or merged systems, or merged systems and 
melding companies, Cf. Appendix (H), pp. H-2=3. 
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Dein Clties comtiguous to the couneygon cic seaweed 
the parent bank was located and in counties contiguous to the 
city in which the parent bank was located; but if the parent 
bank was located in a city, branches in the contiguous county 
could not be established more than five miles outside the city 
Hama tS ; 
moon rO merge Or purchase a bank: 

a) elsewhere in any other county, city or town, pro-~ 
vided that the banks had been in operation for a period of 
five years or more, except that the State Corporation Com- 
mission under certain conditions could waive this time require- 
ment; but if the parent bank was located in a city, branches 
in the contiguous county could not be established more than 


five miles outside of the city limits. 
VII. SUMMARY 


During the period 1928-1962 the banking system in Vir- 
ginia was regulated under three different legislative acts 
Geverning expansion by de novo branches and merger: 

¥928 through 1947 - Branches and mergers were 

authorized in the immediate Gec0g maven reas 

the parent bank and de novo branches in cities 

having a population of not less than 50,000. 

1948 through 1961 - Branches and mergers were 

authorized only in the immediate area of the 


Basen Dank. 
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1962 to date - Branches and mergers were authorized 

in the immediate area of the parent bank and 

mergers elsewhere in the State. Within five 

years after the 1962 legislation there were two 

large merged systems and four large bank hold- 

ing companies operating throughout the state. 

Other significant changes that took place in 

Virginia during the years 1962-1966 were: (1) 

more banking offices, (2) fewer banks, (3) 

larger banks, and (4) higher devosit concen- 

tration among the large banks. These develop- 

ments will be discussed in greater detail in 

Chapter IV, “The 1962-1966 Period of Expancicena. 

Banker's attitudes toward branching, their views of 
the Morris Plan Bank of Richmond and consumer finance, the 
economic and geographic structure of Virginia, together with 
the thinking of bankers at the national level were factors 
which influenced the development of banking in Virginia. The 
Per~t0d 1929-1948 saw commercial banks in Virginia enter the © 
field of consumer credit and The Morris Plan Bank of Richmond 
enter’ the field of commercial accounts. Yet the commercial 
banks in Virginia continued to show no interest in branching, 
while The Morris Plan Bank of Richmond (now The Bank of Vir- 
ginia) announced plans peace its inter-clty branchang 


Program. Thus, “head to head" competition between those for 
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and against branching was a reason for the passage of legis- 
lation in 1948 which restricted expansion of banks to their 
home office area. 

Between 1949-1962 Virginia bankers found it increasingly 
fer tatcult to control their own destiny. Industrial ana Urban 
Emoweh, competition from large out-of-state banks and expan] 
sion of bank holding companies in Virginia, were developments 
causing a reappraisal of the branching restrictions. Recogni- 
tion of the need for expansion of the Virginia banking system 
resulted in the enactment of the 1962 legislation permitting 
Statewide mergers. 

These developments suggest certain conclusions and gen- 
eralizations: 

A. Until after World War II commercial bankers in Vir- 
ginia were generally not innovators. Throughout this period 
they tended to maintain the status quo and resist change. In 
fact, it was the result of external factors (the depression 
in the 1930's, the Bank Holding Company Act of 1956, competi- 
jmomeand a changing environment in the 1960°s) that forced 
bankers in Virginia away from their traditional posture into’ 
Meamohing and the field of consumer credit. Seemingly, the 
Seeortunities for public service and profit were not created 
by Virginia bankers themselves. 

Eee lilsOnder Or plk. Che proper perspective on the come 


clusion that bankers in Virginia were not innovators until 
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fecer World War IL, 1t 1s noted that this same comment was 
made regarding the banking industry as a whole by George 

W. Mitchell, a member of the Board of Governors@@: the Pederal 
Peoerve System, 


"Some firms and industries have 
Cueated a PLOGVUCE Or Service, uae. 
public awareness and acceptance for it, 
and, using generative, adaptive, and 
innovative forces from within, have 
established a celle and impontanea ne. 
their own enterprise. The result is a 
de novo industrial-commercial business 
Cig Comp lor: 


Banking is not such an enterprise or 
industry. it has a pattern of tCradmernonal 
services, an imposed molecular structure, 
and a pedestrian operating technology, 
none Gf which at could call ts 4o wn 
has not innovated its service products nor 
shown much adaptive ingenuity in their 
promotion. Its favorite image has been 
a passive conformity to the mores of its 
better customers. Its competitive ag- 
gressiveness has been schizophrenic, 
with large sectors of the industry ad- 
vocating or supporting publicly admin- 
istered price ceilings for time deposits, 
public prohibitions against the absorp- 
tion of exchange, and a variety of re- 
gulatory devices or postures that by 
Sanction or promise dilutecompetitive in- 
emits | o4 


C. There is no evidence that commercial bankers, as 


feeeoup, developed (or desired to develop) a "conceptual schon] 


Seeewnat the commercial banking industry could or should be: 


BA George W. Mitchell, “Exogenous Forces In The Develop— 
ment of Our Banking System," Law and Contemporary Problems, 


—————— = 


cole SXXTE, No. 1 (Winter 1967), ©. 3% 
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The legislation in 1962 was the result of the action of two 
legislators, independent of the Virginia Bankers Association, 
which was at that time commonly thought to be the authorized 
channel for the banking industry. This is further evidence 
that Virginia bankers were presented with opportunities for 
profit and growth which they themselves had not created. In 
fee, if they had not been so provincial in 12348, Chey pxebabm, 


would not have had to reverse their policies in 1962. 





CHAPTER IV 
THE 1962-1966 PRREOD OF EXPANSION 


tils Chapter ese eee ircacimtrd cane changes that took 
Meee in the structure of Virginia banking in the five years 
meso enactment of the Buck-Holland Bill, in 19625) Jéeneeam, 
Ptesce Changes were: 

-- Evolution of six statewide banking systems 

~~ More banking offices 

eae hewer Sallks 

-—- Larger banks 

-- Higher deposit concentration among the larger 

banks in Virginia 


I. STATEWIDE BANKING SYSTEMS 


In 1962 only three banking organizations in the state 
participated in area wide branching to any extent. The Bank 
Of Virginia with its main office in Richmond operated branches 
in Petersburg, Newport News, Norfolk, Portsmouth, and Roanoke. 
iremrirst Virginia Corporation, a bank holding company in 
Arlington, and Financial General, a holding company in Wash- 
ington, D. C., operated affiliates in several communities in 


Momthern Virginia.* Only the Bank of Virginia, however, with 


Financial General was a holding company registered 
maaer the Investments Act of 1940. 
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branch offices in major population centers in the southeastern, 
ener al and southwestern sections of the state had statewide 
coverage. 

By the end of 1966 two merged systems and foun folamg 
Sempanies were operating in most of the state's metropolitan 
meeas, regional population centers and some rural conmumeere 
The banking systems serving these areas are shown on Table E-II, 
Appendix (BE). The six metropolitan areas, with the exception 
of Roanoke, were served by at least three systems each; Arling- 
memeand Norfolk were each served by five. A holding company, 
Virginia Commonwealth, served all Six.- 

The four secondary population centers--Charlottesville, 
Danville, Harrisonburg, Waynesboro-Staunton--and their sur- 
rounding counties were not as well covered by the large banking 
systems. Virginia National Bank operated in all four, but no 
other system was active in more than one of these centers. 
Waynesboro-Staunton and Augusta County seemingly had the most 
system competition with three. 

By 1966 statewide banking systems served areas containing 


f'eeemeetian 62.5 percent of Virginia’s population. The six 


* Roanoke and the seuthwestern reglom Of Vieqimua oe 
the end of 1966, were served by the First National Exchange 
Eemte--a large regional banking system. In August 1967 First 
National Exchange formed what was then Virginia's newest hold- 
ing company--Dominion Bankshares---with Metropolitan National 
Bank of Richmond. 
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metropolitan areas contained 56.3 percent of Virginia's 
Pepwlatizon Of 4,525,976; the four regional population ceneene 
contained 6.3 percent.” Tn addition, the six statewide systems 
served many smaller cities, Moun and counties. 

The Signiticance of Ehe evolution Of Stabevreessc =e 
May be put in even better perspective when it it recognized 
imectvirginia 1S one Of only six states where branchingeaa 
Found on an area wide basis: 


"In discussing the operations of 
branch banks, it would be most con- 
Venlent EO COontrase Local branching 
with branch systems which serve very 
wide areas. But, unfortunately, for 
over a century America has had little 
general experience with even relatively 
broad Deanching.. In Lack, Gel Ene oy 
commercial bank branches, located in 
counties which were noncontiguous to 
the head-office county at the end of 
1966, four-fifths of them were found 
in only six states--three adjoining 
West Coast States: California (473%), 
Oregon (50%), and Washington (4%), and 
three adjacent east coast states: North 
Carolina (14%) -s6ouGh Carolina (5 oe 
and Virginia (5%). On the other hand, 
there were 33 states which had only ten 
branches or less in this noncontiguous 
County Gateqory a. 


The Bureau of Population and Economic Research, 
Peoeamates of the Population of Virginia Counties and Cities: 
meee), 1967," (Charlottesville, Virginia: Bureau Of Populatiuem 
and Economic Research, Graduate School of Business Administra- 
meen, University of Virginia, August 1967), pp. I-15. 


+ ischer, American Banking Structure, ep.cit., Daou 
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Wnis, the development of SyStem banking On a Statewide basis 
in Virginia was unique. It appears to have been the result 
Seechne branching legislation which prohibited de novo branches 
amen ger more than five miles into a contiguous county) aim 
the expanding bank had a home office in the contiguous Gityer 
The “five mile" limit seemingly influenced some of the larger 
city banks to expand statewide rather than on a regional basis. 
However, it is not clear from the historical record of the 
1962 legislation that consideration was given to the advan- 
tages of statewide versus regional expansion. In fact, the 
branching controversy in the Virginia Bankers Association and 
the clear lack of any plan by any of the interested parties 
moet he development of banking in Virginia, prior to the BucK— 
Holland Bill, suggests that the evolution of Virginia as one 


of six states with any measure of statewide banking was more 


by chance than by design. 
II. MERGERS 


The acceleration in the trend toward fewer banks in 
Virginia was caused by the wave of mergers following emaeml <2 
eee ation--between July 1, 1962 and December 31, 1966 there 
were 70.° These involved one of every four of the 302 banks 
eae Appendix (H). 


Spureau of Population and Economic Research, "Virginia 
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Mmeevicginia in LI6Z5- Thirty different banks) acougeed ota 
banks by merger. Figure IV-1 illustrates the increase in 


Mecger activity after the 1962 legislation. 





eG URE ny 


NUMBER OF COMMERCIAL BANK MERGERS IN 
VEReuldn Loe —0G2. 


The decrease in the number of banks would have been 
greater except for an offsetting increase in the number of 
new bank formations. During the period 1962-1966, 31 new banks 
were established compared to 21 for the previous 14 year period. 


According to bank executives interviewed, this increase was to 


Banking Survey For Years of 1947, 1961 through 1966," unpublished 
statistics (Charlottesville, Virginia: Bureau of Population and 
Economic Research, Graduate School of Business Administration, 
Domvyersity of Virginia, 1966). 


‘Data for Figure IV-1 from Banking Markets Unit, Divi- 


Ston of Research and Statistics, Board of Governors of the 
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Gaeotates, 1936-1964 and Annual Supplements. 
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be attributed to: (1) the liberal attitude of the then Comp- 
MEOller of the Currency (Saxon) toward bank expansion, (2) the 
need for additional banking facilities in Virginia's fast 
growing urban areas, and (3) Speculation on bank location in 
m@eicipation of a later merger. In addition, 27 holdimmoeeon. 
pany acquisitions~-when viewed as a substitute for merger-- 
worked to keep the total number of banks in Virginia higher 
than it otherwise might have been in that holding company ac- 


guisitions continue as separate banks. 


Merger Characteristics 

Location. Both Meron and non-metropolitan banks 
were active as the acquiring bank. Three out of four Of “tite 
banks acquired were in non-metropolitan areas. Figure IV-2 


summarizes the Merger qcelvity by locaton: 





© 
80 “/o {._jNon-Metropolitan Area Bonks 
70 KSNS Metrapoliton Areo Banks 
[73 Regional Popufation Center Banks 





ACQUIRING ACQUIRED 


BANKS BANKS 


FIGURE IV-2 


PROFILE OF ACQUIRING AND ACQUIRED BANKS BY LOCATION IN VIRGINIA, 
JULY 1962 TO DECEMBER 31, 1966°® 


Spata for Figure IV-2 from the Bureau of Population and 
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Type and Size of Bank.| Individual banks jaccoun cedmien. 
fempercent Of the mergers; holding companies accounted fom? 
memechit; Statewide merged systems, 30 percent.” Generally the 
suze Of the acquiring bank was considerably larger than the 
acquired bank. This result was not unusual since three out of 
four of the merged banks were in non-metropolitan areas. Table 


iV-l shows the range, average and median size of acquiring and 


acquired banks. 


el pete kee Neal 


RANGE, AVERAGE, AND MEDIAN DEPOSIT SIZE OF ACQUIRING AND ACQUIRED 
BANKS IN VIRGINIA, JULY 1, 1962 TO DECEMBER 31, 1966 


RSG Mae Lig Merged 

Bank (millions) Bank (millions) 
Average S 8] S$ ll 
Median See S 8 
Range Si.6 toOsoce oo oe O lan 


NOTE: Bureau of Population and Economic Research, "Vir- 
mite Banking Survey For Years of 1947, 1961 through 19667 
unpublished statistics (Charlottesville, Virginia: Bureau of 
Population and Economic Research, Graduate School of Business 
Pama stration, University of Virginia, 1966.) 


Beonomic Research, "Virginia Banking Survey For Years of 1947, 
moe chrough 1966," unpublished statistics, Charlottesville, 
Warginia: Bureau of Population and Economic Research, Graduate 
Semool of Business Administration, University Of Virginia, oor 


*Bureau of Population and Economic Research, "Virginia 
Banking Survey for Years of 1947, 1961 through 1966," “lecterE 


IW. 
hit) HOLDING COMPANY ACOUTSCETIONS 


In Appendix (E) a comparison of Tables E-III and E-~IV 
smows that during the years 1962-1966: 

a) the number of holding companies doubled; 

b) the number of banks affiliated with holding companies 
oeew Lrom nine to 38; 

c) the number of banks affiliated with holding companies 
increased from 2.9 percent to 15.1 percent of the total number 
of banks in Virginia; 

d) by December 31, 1966, holding company affiliates and 
their branches accounted for approximately 27 percent of the 
total banking offices in the state; 

e) between December 31, 1961 and December 31, 1966 hold- 
ing company deposits, aS a percentage of total state deposits, 
increased from 5.91 percent to 28.11 percent. 

Appendix (E), Table E-V shows that because of the rapid 
growth of holding companies four such organizations were among 
the ten largest banking organizations in Virginia, as of December’ 
muweeeeoo. These were United Virginia Bankshares, Virginia Com- 
Wemvedlth Bankshares, First Virginia Corporation, and >a 
General Corporation--respectively number one, four, five, and 
seven. 

This growth of both holding companies and merged systems 


into statewide banking organizations was a unique aspect of 


tT Wao 


mae 1962-1966 period of banking expansion in Virginia. One 
mmnor Nas cited Several benefits stemming Ervom thts: (ea 
ginia banks are now better able to compete with banks in 
mewgnboring states for large Tear (2) more of the state's 
business can be financed from sources within the state, and 
(3) statewide branching has resulted in greater mobility of 
mide, Giversification, a large number of better qualified 
Management personnel, and management personnel with special 


Stic. ° 


IV. FEWER BANKS--MORE BANKING OFFICES 


During the years 1962-1966 changes in the banking 
Structure in Virginia resulted in a reduction in the number of 
banks, an increase in the number of branches and a steady 
growth in the number of total banking offices. With one ex- 
ception, these were consistent with the trends in the national 
banking system. The sole divergence was in the number of 
banks. Figure IV-3 illustrates a 16.89 percent decrease of 
banks in Virginia, whereas the number of banks in the U. S&S. 
increased 2.57 percent. On the other hand, branches in Vir-_ 
Peed increased 91.25 percent, more than three times the in- 
crease of branches for the nation as a whole. 


10 armon H. Haynes and Charles F. Phillipe, ir. fic 
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Pomme x<xXV¥, No. 1, Spring 1968, pp. 29=30, 
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PIGURE 1V-3 


CHANGES IN BANKS AND BRANCHES IN VIRGINIA AND U. S. 1962-1966 
(FROM APPENDIX (E), TABLES E-VI AND E-VITI) 


The effect of the 1962 legislation on the rate of change 
in the number of banks and of branches was substantial. The | 
average annual rate at which the number of banks decreased was 
HOr2 per year for the period 1962-1966, compared to .8 per 
year for the prior 15 years--more than a ten fold increase. 

The average annual rate at which branches increased was 49 
per year compared to 18 per year for the prior 15 years--ap- 
meer imately a2zi1/2 fold increase. Figure 1/-te2 eee. 


the trend in banks, branches, and total facilities. 
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FIGURE IV--4 


CHANGES IN BANKS AND BRANCHES IN VIRGINIA 1948-1966 
(FROM APPENDIX (E), TABLES E-VI AND E-VII) 


V. LARGER BANKS 


As discussed in Chapter III, Virginia bankers--during 
the latter 1950's and early 1960's--had seen a need for larger 
banking organizations with larger lines of credit to meet out- 
of-state competition, and to serve better the growing indus- | 
Mimeal Community in Virginia. By 1966 these objectives had 
been met. | | 

The relative size of Virginia's largest banks increased 
sompared to banks in neighboring states and the District or 


Columbia. For instance, in 1961 no banks in Virginia were 
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among the nation's largest 100, but by June 30, 1966 there 
were two: First and Merchants and Virginia Nationai.*+ 
In 1961, Wachovia Bank and Trust Company had deposits 
approximately 2.8 times larger than First and Merchants, Vir- 
ginia's largest bank; Riggs National Bank and Maryland National 
Bank were 1.9 times larger in terms of deposits. However, by 
the end of 1966 Virginia's largest bank had gained in deposit 
Size: Wachovia was only 1.8 times larger; Maryland National 1.5 
and Riggs 1.3 larger in terms of deposits. Consequently, the 
largest banks and banking organizations in Virginia, by 1966, 


had gained substantially against their regional competitors. 


Higher Deposit Concentration In The Larger Banks 

From 1962-1966 deposit concentration among the larger 
banks in Virginia increased. By December 30, 1966, the largest 
Mmimmemmanks held 36 percent of total state deposits, up fuom 


Zemeee recent five years ec eoae Thus, the 1962 legislation 


a american Banker, August 1, 196670 "3005 tavgece seen. 
Memeral Banks in the United States June 30, 1966." First ana 
Merchants ranked 85th in deposit size and Virginia National 
ranked 90th. | 


ace. Appendix (E), Table E-V. Considering banking 
©Lganizations holding companies operating in Virginia at the 
eeomot L966 rank in size of deposits: first, fourth, f1reh, 
and seventh. 


let Appendix (E), Table E-1, E-Viliz and sche 
(1) ranking of banks in Virginia by deposit size for 1947- 
1961-1966; (2) percentage of deposits held by the largest five, 
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m-versed a 1948-196] trend toward lower concentration, whem 


had been the consequence of the restrictive legislation enacted 
in 1948.7" 

Compared to other states, Virginia has a relatively 
email amount of deposit concentration. in 1965 an Calizerun 
Rhode Island, New York and Oregon, what Fischer defines as 
"large commercial banks" held over 80 percent of the state's 
deposits, whereas the large banks in Virginia held only 41.9 
mercent.-> Though deposit concentration any Vergiitase ss me 
considerably less than in these states, a further increase has 
been viewed by some bankers aS a constraint on the future 
emevch of banks. Gize and concentration, rightly or wrongly 
have thus become important considerations fur management in 


its planning of future expansion. 


mem, and twenty banks for 1947-1961-1966. Table E-V showeeene 
momking of banking organizations in Virginia by deposit size 
mem percentage of deposits held for 1966. 


teohe Bank of Virginia, said to be the object of ene 


fm28 branching restrictions, grew faster during the period yon 
ferent cted branching 1948-1961, than any of the £ive Varger 
@eamks. By the end of 1961, The Bank of Virginia had moved yup 
rom Sixth to fourth largest in the state. The Bank of Vir=" 
ginia's higher growth rate may be attributed, in part, to the 
ietee chat the 1948 legislation left it with the only brarcen 
@mgamiZation in five of Virginia's six major populacion Cena 
mers. 


= PV echer, American Banking Structure, op.cie., peu = 
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“Now after a five year wave of 
mergers and acquisitions Federal re- 
gulators seem to be signaling the con- 
centration among larger banks here has 
gone just about far enough.... Most 
bankers seem resigned to the fact that 
regulatory authorities will not allow 
any new formation of banking giants, 
nor allow any of the big ones now 
existing to make any really sizable 
acquisitions. What constitutes "giant" 
6m "“Sizable" are, Of Course ~iatrtercmam 
conjecture. But the interpretartoneus 
of considerable interest to bankers here 
and elsewhere who must try and fathom the 
Federal Reserve's ruling on "potential 
competition," a concept first spelled 
out in a ruling this spring against a new 


acquisition by a Virginia hela, company ."t® 


INFLUENCE OF THE 1962 LEGISLATION 


A Significant aspect of the 1962 legislation was that 


it worked with the changing economic climate in Virginia, as 


against the 


1948 legislation which obstructed the on-coming eco- 


nomic developments of the 1950's and early 1960's. In 1962 the 


economic pressures finally "burst" the legislative constraint, 


which clearly was not in accordance with the needs or desires 


@aeene economy. Consequently with the change in the Veqieie. 


mmo in 1962 several results could be anticipated. First=—inm 


the short run--there would be "abnormal" or even "revolutionary" 


Speed in the changes to the banking structure, from a great 


16 


American Banker, July 24, 196/7. 
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rush to acquire banks in satisfaction of a pent-up demand. 
Besa sai the VOngerun—--acquisit1onsewould be governed by 
"normal" forces of expansion and competition, presumably mostly 
Memeaeed CO the growth of the state. ieee EnG adVvateege om 
Prom disadvantages’ of each form of expansion=—-di rece menuqes 
and holding company--will not necessarily remain the same in 


Pie Smort run and long run. 








CHAPTER Vy 


THE LITERATURE: ADVANTAGES AND DISADVANTAGES OF EXPANSION 


BY WAY OF FHE HOLDING COMPANY AND DERE Gis kGr 


This chapter draws on the literature to develop a 
"theoretical framework" of the alleged advantages and disad- 
vantages of expansion by way of the holding company and direct 
merger. In subsequent chapters this framework will be used to 
e-amine management's choice of the form of organization by 
comparing those specific points management thought important 
ween the literature. 

Throughout this chapter, as each characteristic is iden- 
tified, one or more sources are cited. In cases where there 
aemoar to be conflict, disagreement, or uncertainty concerning 
Beeercular characteristics, opposing views are identified. 
Where possible a generalized summary of the "weight of the 
evidence or arguments" is made to indicate the concensus. 

The literature contains no consistent or systematic 
Mmemnod for grouping the alleged advantages and disadvantages. 
Consequently, these are organized into four functional areas ~ 
for the purpose of discussion: (1) operational and organiza-— 
muemal, (2) financial, (3) marketing, and (4) legal. Some 
Silmimeacteristics apply to two or more of the functional areas 


me, where significant, they are discussed under cach ion 
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example, an operational and organizational characteristic may 
aoilt in, Or stem from, marketing on legal concider ose 
Comparisons commonly made in the literature are between 
a holding company and a unit eee or between a merged system 
Miemec UNIt bank. There are relatively few Girect™ and enous 
hensive comparisons between the two forms.* For this reason, 
numerous advantages are cited as common to both forms of organi- 
Zation, on the basis of a comparison of each to a common stan- 


@ard--a unit bank. 
lige OPERATIONAL AND ORGANIZATIONAL CHARACTERISTICS 


In the literature operational and organizational char- 
acteristics of holding companies and merged systems were nor- 
mally discussed with regard to the production functions of a 


bank. 


Economies of Scale 
The general opinion was that benefits from economies 
@iemscecale exist in both the holding company and merged form or 


; : 2 
banking organization. Economies of scale were commonly defined 


lewis B. Flinn, Jr., “Holding Company Versus Branch 
Be@ieing in Virginia” (unpublished thesis, the Stonies Graduare 
School of Banking, Rutgers, New Brunswick, June 1967), pp. 1-122. 
Minn 's thesis is an example of an exception to this finding: 


eed C. Fischer, Bank Holding Companies (New York: 
Solumbia University Press, 1961), pp. 87,7 219 and Y2c7 erate 
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as a reduction in the cost of various functions--loans, check= 
ing accountsS--as the number of units increase. One statement, 
on which most commentators agreed, was that close integration 
of the typical branch operation makes greater economies possible 
than those achieved in a holding company.” Yet, seemingly a 
holding company having affiliates with a large branch system 
might achieve economies comparable with those of a similar 
sized merged system. 

Research in economies of scale includes size to output 
Studies, and size to performance variable studies.” Findings 
in each category generally supported the view that economies 


@aeescale do in fact exist. 


eg re gee ee ee ee 


peas c Affairs Press, 1955) pp. 142-43; Frederic ieee i sel 
Meal B: Murphy, “Returns to Scale in Commercial Banking," Bank 
seeweture and Competition (Chicago: Federal Reserve Bank er 
@mreago, 1967), pp. 118-76; Federal Reserve Bank of Boston, 
Meeenomies of Scale in Commercial Banking,” Business Review 
Peamel 967, pp. 3~ll; April, 1967, pp. 2-10; June 19677 see 
foo: July 1967, pp. 12-19; David A. AlhadefE, Monopoly sana 
@emoetition in Banking, (Berkely: University of California Press, 
1954), Chapter VI; and George J. Benston, "Branch Banking and 
Economies of See el Journal of Finance, Vol. XX No. 27 ay wie 
perme ol 2-31. : 


3W. Ralph Lamb, Group Banking A Form of Banking Concen- 
fe@eenon and Control in the United States (New Brunswick, New 
Jersey: Rutgers University Press, 1961), pp. 236-37. 


fusize to ovtput studies” relate EO OoucpUL Fae beri mem 
mimaerproguction functions of banks, i.e., loans, checking aceoune-7 
Savings accounts. 























"Size to performance variables relate to per -oumenee 
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Pplze co OUuuput Studics. — ner va tdtey ol = Ss zemtomelian 
put studies" was said in the literature to suffer from the 
failure of research to measure bank output with a common yard- 
Sete. As reported by a recent survey of banking research, 
Penn lacting meee inadequate data, and imperfect methodology 
of studies make it difficult to determine what size of bank is 
most Pericient. In all probability, economies of scale alee, 
depend on the composition of the services rendered so that 
at best there may be only an optimal distribution of size of 
banks rather than a single optimal size,"® 

One conflicting piece of evidence was the view that 
diseconomies tend to offset any economies of scale, which might 
be less important than diseconomies in the branch structure. 
Therefore, this view held that branching might not be supported 
solely on a cost advantage basis. ’ However, a later study re- 


Pem~ed that diseconomies in branching could be overcome by 


variables in terms of commonly used measures of bank operating 
Pemeeormance, 1.€., ratio of earnings to assets. 


Federal Reserve Bank of Chicago, "Competition in Bank- 


Mies what is Known? What is the Evidence?” Business Conditions, 
Hememary 1967, pp. /-1e. 

oui. ie 

‘paul M. Horvitz, ‘Economies of Scale vin bamkang a: 
Private Financial Institutions (Englewood Cliffs, New Jersey: 
Meeeeece “tall fine. , 1963}7Mpp. 1-54; and Benston; opeciem, 


ieee 512-31. 








a) 


growth as long as fairly wide branching was permitted, per- 


. ae 
haps on a statewide basis. 


mize tO Performance Studies. Reseauwen simmer hc oem 
"size to performance variable studies" also supported economies 
Of scale. Larger banks were said to have higher earnings to 
assets and capital although they tend to: (1) pay higher average 
rates on ES , (2) charge lower average rates on loans, and 
(3) have a higher ratio of time to total deposits. Also, eco- 
nomies of scale were supported in group banking by evidence 
Bimae their rate of return on total capital £unds for 1957 
was 10 percent higher than the reported net profits for all 
commercial pecs Nevertheless, findings regarding size to 
performance variables were said to be biased in that the greater 
earnings of larger banks result, in part, from the different 


Weamure Of their operations aside from scale.? 


For instance, 
larger banks may serve large commercial accounts with smaller 
unit administrative aoster 

The weight of the evidence suggests that economies of 
scale exist in large banks of both forms. However, economies 


of scale may be greater in a branch system because closer in- 


tegration of operations is possible. As an example, trust 


Saul M. Horvitz and Bernard Shull, "The Impact crv wey 
Banking on Bank Performance," Studies in Banking Competition and 
mee Banking Structure, Office of the Comptroller of tne Cumnene, 
(Washington, D. C.: U. S. Treasury Department, 1966), pp. 141-86. 





"Lamb, op.cit., Oe oor 


10 -ederal Reserve Bank of Chicago, “Competition ii) Banas 
ing: What is Known? What is the Evidence?,”" op.cit., D5. 
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Separtmemces and loan and investment porcerolios in holding 
Pemeany alfiliates cannot be integrated, noreicete likely 
that holding company affiliates can obtain comparable inte- 
Peetelon in the checking account area béecatise =ehey Vemartmeceps 
arate banks. However, measurement of this apparent advantage 
Pemaiificult, 1£ not impossible, given the limitations so: 


eliccic research methodology. 


WimqaniZational Characteristics 
The concensus of the literature was that certain organi- 


Zemetonal characteristics of both the holding company and 


mmged form facilitate efficiency in operations.*+ Efficiencies 


were specifically attributed to the benefits of centralization 


ana specialization; others were attributed to greater organi- 


1 
Zational Perec ae However, there waS no evidence which 


clearly pointed to the relative importance of these contributing 


elements. 


TT Robert J. Lawrence, The Performance of Bank Hollding 
Companies (Washington, D. C.: Board of Governors of the Federal 
Reserve System, June 1967), pp. 5-6; Marcus Nadler and Jules I. 
Bogen, The Bank Holding Company (New York University: Graduate 
Semoeol of Business Administration, 1959), pp. 18-19 and 24-207 
and Federal Reserve Bank of Boston, "Economies of Scale in Com- 


memetal Banking," loc.cit. 





eect this sense Efficiency Stems EroMmucenerabmacae lem 
pea specialization as opposed to economies of scale, 1-23, ¥an 
organization can achieve benefits from these factors without 
an increase in the size of its operations. 








View 


se 


Reasons, CYpilCcdlly Citedsi1or Aetatiimc Ch atelon emo man 
miaiis are grouped for the purpose Of this diseussion imtosenc 
meirowing categories: (1) centralization of commom= functions, 

wy improved quality of eee eatee (3) extension of specialized 
services to members of the system, (4) the adoption of iden- 
Cifiable operating improvements uniformly throughout the system, 
(5) greater organizational flexibility, and (6) better or im- 


Proved management control. 


centralization of Common Functions. Operating gen time 
ciencies stem from centralization of certain activities.?> 
For instance, centralized purchasing of supplies and equipment, 
both consumables and capital items, may result in greater 
quantity discounts and lower administrative cost per unit of 
Pasenase. Economies may also result from centralization o£ 
eommces, such as: (1) audit, (2) legal counsel, (3) acceunting: 
(4) tax assistance, (5) operations assistance, and (6) adver- 
mmemiag., On the basis of the literature i1€ 1s thought that 
fomegwole and measurable efficiencies are possible in both the 
holding company and merged system, as contrasted to a unit 

bank. However, centralization of functions in a merged system 
which cannot be combined in a holding company may lead to 


greater economies in the merged system. 


13ogenson, Op.cit., p- 143: and Nadler and Bogen, 
Oop.cit., p. 24. 
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iMmereved Qualaty Of Management OlLlLen elted sac uae 
tage Of both forms is that these larger organizations are 
better able to attract and hold superior managerial talent 
than smaller unit banks. With few exceptions, this advantage 
tmemaiscussed in the context of banking's acute problem of 
“management succession". For instance, it is argued that of 
all of the difficulties facing bank management in the United 
States today, the personnel problem is one of the most signi- 
ficant. To illustrate this point, the president of the Federal 
Reserve Bank of Philadelphia has said that the failure of 
bankers to prepare younger men for succession iS a prime reason 
for bank eae But, to combat this problem large banks-- 
of both forms--benefit from their superior managerial "drawing 
Bever , which is generally attributed to more opportunities 
for advancement, more job responsibilities, better salary 
scales and wider benefits. Also,. they have a greater capability 
to employ specialists in areas such as: (1) legal, (2) tax, 
foyeaccounting, anc (4) personnel. However, the literature 
Goes not indicate that either form is Superior with respect 
to hiring and holding first class management talent or special- 


mes ; 


Extension of dtAoi alized Services Throughout the System. 
ie am gece 


Another widely cited advantage of both the holding company and 


14 pischer, Bank Holding Companies, op.cit., p. 96. 
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merged system was that these larger banking organizations have 
greater opportunities to extend, or share, services and special 
skills among all units of the organization. Services ordi- 
Narily cited were: (1) auditing, (2) appraising, (3) invest- 
ment counseling, (4) safe deposit, (5) trust, (6) legal, (7) 
accounting, (8) purchasing, (9) research, (10) credit services, 
(11) tax, (12) employee compensation and benefit plans, and 

(13) mee: tutional advertising.?? Here again, however, the 
literature provides no basis for concluding that either form 
was better able to extend specialized services throughout its 


system. 


whe Adoption of Identifiable Operating Improvements 
Uniformly Throughout the System. An important, but less widely 
discussed advantage is that units in both forms might benefit 
from the successes and mistakes of other uneeeena Executives 
throughout "a system" have opportunities to exchange ideas 
and discuss common problems. This results in a beneficial 
cross-fertilization of ideas concerning operating improvements, 
as well as solutions to general operating problems. 


In addition, the audit of operating units--by a holding 


company, lead bank, or home office--is often said to contribute 


eee Bank Holding Companies, Op-ClEs =m (7aama 


Meeter and Bogen, op.cit., p. 24. 


16ni scher, Bank Holding Companies, (Oe. cir mmc 
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Eouoperating efficiencies. */ Through internal performance 
Spee Wation like units can be compared and unit managements en— 
foulGaged to improve their neonates In this way the less 
maeeve OF progressive banks or branches may be identvii1ed sand, 
mmocwwiy, moved along at a faster and more GCiftlecveneepace. 
From what the literature says the holding company and merged 
System seem equally capable of sharing operating improvements 
throughout their systems. However, performance evaluation 

may be less difficult in the holding company because each af- 
Mmedte, aS a Separate corporation, 1S operated and reported 
femen individual “profit center". By the way of contrast, the 
merged system would have to make internal accounting provisions 
memreport each branch as a profit center, in additiom to re-— 


porting on the system as a whole. 


Organizational Flexibility. The holding company is 
Said to have more possibilities for organizing the production 
Seemanking services than an independent bank, that is, the 
meiea@uce versus buy" alternative gives them greater £lexi-— 
meaetey.° An affiliate may produce its own banking services, 
buy from the lead bank in the holding company, buy from a non- 
banking subsidiary of the holding company, or buy from a non- 


affiliated bank. 


1/ogenson, @bsCle. 7 mele laer 





merreenicen Gotakeg (Qi S. 
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; Management Comerol. A Lundamenval Gir rerencesserve om 
Ege holding company and the merged system was alleged to be 
in the area of management control. This stems from the special 
Gemationship that exists between the holding company and ats 
meeiliate. "By its very nature, this parent-subsidiary rela— 
tion can exist only in holding company banking, and not in either 
Pte Or branch banking."*? Each affiliate in a holding com- 
pany system retains independent bank status with a board of 
directors and a president. Here, however, a distinction needs 
to be made between affiliates that are 100 percent owned and 
affiliates less than 100 percent owned. Where 100 percent 
ownership exists, management relationships are probably not 
much Peco een in a merged system, even though the legal 
structure is different. Where less than 100 percent ownership 
Saistes, the separate legal status of affiliate directors can 
pememoLrObably does, from time to time, affect management rela= 
tionships and operating policies. By the way of contrast, a 
branch system has only one board of directors and one president 
for the entire system, and does not face the problem of "minority 
imimerests” in units throughout the system. 

The literature does not indicate that one form Of bank= 

miemorganization is clearly superior to the other in terms @& 
Memacgement control. A recent unpublished thesis indicates thee 


tonadler and Bogen) OP. Cle ieee 
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effective use of decentralization in merged systems is pos- 


sible and ee eae 


thas thesis cites the advanteqesuand 
disadvantages of decentralization. 

Generally, the conclusions were that: (1) good organi- 
zation is essential to good management, (2) behind an organi-~ 
zation there must be a philosophy of management, (3) manage- 
ment must choose and balance the advantages and disadvantages 
of centralization versus decentralization, but that (4) decen- 
tralization is the better way to organize because it stimulates 
managers, gets better results, and develops initiative and 
Sreativity. 

The view that merged systems can also make effective use 
@mececentralization is contrasted to the argument that a 
basic advantage of the holding company is its decentralized 
Semporate structure. Here it is argued that the holding 
company has the opportunity to decentralize management to 
a greater extent than 1s posssible under a branch system, 
where the tendency is to concentrate authority in the head 
meetce. However, management organization and policies may 
Zeiceio Minimize the effects of this basic cheae te eee 


For instance, centralized management control is possible if 


Senne Michael J., "Centralization versus Decentra-~ 
ization in a Branch Banking Organization” (unpublished thesis, 
The Stonier Graduate School of Banking, Rutgers, New Brunswick, 
1964). 


21 elinn, Op Ciel woo.) (7 meancmcr. 


éuadler and Bogen, Op.Ccit.; pp. 20so le. = i pemalieneim 
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iemagement policy is to restrict the operdtional autonomy, sor 
Metriiates. On the other hand, a high degree of decentialiaas 
tion is possible where the affiliates have broad policy and 
Peenaeing responsibilities. 
"Group banking permits a wide 

variety of organization patterns since 

each affiliated bank must have its own 

board of directors and officers who are 

charged by law with the responsibility 

for operating their own banks. As a 

result, the member banks may be run as. 

independent institutions, policies may 

be set through consultation with the 

holding company management or the 

parent's officers may exert a very large 


measure of influence over management of 
the subsidiary."43 


From the arguments in the literature it seems that the 
only clear difference between the holding company and merged 
form is that the independent corporate structure of the hold- 
ing company assures, at least in theory, more autonomy for its 
affiliates than does the branch organization for its branches. 
And to the extent holding company affiliates are not 100 per- 
cent owned their separate legal status can and probably does 


Gistinctly affect management control. 


Til, FINANCIAL CHARACTERI STIG. 


Larger Lines of Credit 
The amount of credit extended to any single customer 


meeimited by banking laws. The limit 1S see ae) l0@perc-me 


preface this point with the statement that decentralization is 
a dominant trend in business management today, p. 23. 


aera acouks. 
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of the capital and surplus and UNGIwIGSGe roti tS iiar.) ime wc 
dual national banks and 15 Percent Of Capital and surplus) fo. 
state chartered banks in Virginia. ?* Expansion of the size 

of individual banking systems inevitably provides an increased 
Seo tal base necessary for the extension of Larger lines of 


emedtit. 


Meerlity of Credit 

The critical guestion is whether the two forms of organi- 
zation provide equal mobility of credit. On this the litera- 
ture suggests--understandably--that both have greater mobility 
than an independent bank. For example, in the holding company 
the combined lending power of all affiliated banks is avail- 
able to any local member institution to accommodate the fi- 
nancing requirements of large customers. 

In the merged system the credit line of any branch, re- 
@emedless of size, is considered to be the same as the system 
as a whole. The full lending power of the home office is 
theoretically available at any branch office. 

"The branch system provides for 


mobility of funds and can shift excess 
reserves for lending through other 


24 he Bureau of Banking of the State Corporation Com-— 
mission, Laws of Virginia Relating to Banking and Finance, 
fenearlottesville, Virginia: The Michie*Company, 1966); p. 27. 
The 15 percent limit for state chartered banks in Virginia is 
weee1fteqd in Article 7, Section 6.1-61. 
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outlets of the system. Thus, 
there are offices of some branch 
banks which have loan-deposit 
Taeios Of over NON "pencenum 


In an independent unit bank, credit mobility is less 
because similar arrangements made through correspondents de- 
memo On the closeness of the correspondent relationship, and 


it may vary so much as to limit the extent of this form of 


lending. °° 


When comparing the two forms the mobility of funds 
seemingly is potentially greater in the merged system because 
of certain legal and operating constraints on the holding com- 
pany. For instance, until repealed in 1966, Section 6 of the 
mae HOlLding Company Act of 1956 limited credit mobility by 


requiring loan participation within the holding company to 
! 


be made “at the outset" of the loan transaction. Now, however, 
Hepeppears this restriction is eliminated. 


"But Section 23a of the Federal Re- 
serve Act was amended so that its restric- 
tions on banking affiliates were also 
applied to the subsidiaries of bank holding 
companies. These restrictions state that 
a banking affiliate may not loan or other- 
wise extend credit to another affiliate or 
to the holding company if the total amount 
of loans or extension of credit to the other 
affiliate exceeds 10 percent of the lending 
affiliate's capital and surplus or if the 


? Bernard Shull and Paul M. Horvitz, Branecheban ime 
and The Structure of Competition," Studies in Banking Competi- 
meen and The Banking Structure, Office of the Comptroller jt 
m@emourrency (Washington, D.C.: U. S. Treasury DPeparemene, 
eo), p. 135. 
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Lamb, op.cit., p. 239. 
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total amount of loans or extensions of 
credit to all affiliates (including the 
holding company) exceeds 20 percent of 
the lending affiliate's capital and sur- 
plus. (Under ithe, emerginal act, loans 
from one banking subsidiary to another 
OE Eemene loldangecompeany, lacus 
"CGross-stream" and “up-stream" loans, 
were prohibited.) However, because the 
purchase of loan paper without recourse 
is not considered an extension of credit, 
it appears no significant restrictions 
now exist on the purchase of loan paper 
by one subsidiary from another or loan 
Ppartierpetroen between subs’ daanguec wu 


merereven with the elimination of the "outset" restriction: 


the holding company has the operating problem of arranging 


loan participation among affiliates, all of which are separate 


banks and all of which may not be wholly owned. This differs 


from the situation in the branch system, where any branch office 


May lend the legal maximum to any single customer. Conse- 


fwemely, the extention of large lines of credit beyond the 


Hoan limits of a single holding company unit can be arranged, 


in practice, more easily in the branch system. Here, 


pees tanction needs to be drawn between what a branch Can 


Weqeily do and what it actually does in practice. For instamee, 


the idea that any branch can commit the full bank line of 


credit requires modification to the extent that operating 


limits may be placed on the lending authority of branch managers. 


27 awrence, Gor ele e -w 
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misthe lending authority of branch managers is limited, then 
miey also require a type of “participation” from the home 
@erice £or loans larger than their authorization. 

Yet, ome clear difference remains @becweem Enc sie nensae 
company and merged organization--the mobility of funds in the 
holding company involves the role of the directors in each 
affiliated bank. The legal responsibilities of these directors 
EmlsesS Jrrespective of participation agreements or the Vend= 
iicepolicies of the holding company. Where affiliates are 
not 100 percent owned directors have a clear responsibility to 
pees eOCcKholders in resolution of issues involving movelent oF 
funds, dividends, up and down stream loans, rates on such 
loans, and other matters involving the profitability of the 


Pmiomyidual bank. 


Increased Financial Strength 

Numerous sources cited increased financial strength as 
a characteristic of both forms.-° Typically, these organiza. 
tions have larger capital bases and, with few exceptions, 
serve more extensive marketing areas through their affiliates 
and branches. Larger size and more extenSive market areas 
make it possible to have a greater variety of loans in the 

ene Op eles g Ds 234; Hogenson, op.cit., DO Loe 
42, 144; Lawrence, op.cit., p. 6; and Federal Reserve Bank of 


Richmond, "The New Look in Banking Structure," Monthly Review, 
moe, 1963, p. 3. 
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portfolio and, thus, spread the risk over a larger operating 
base. As pointed out in one paper, a branch system as well 

as a unit bank must limit its loan-to-asset ratio, but it need 
meme do SO at any one office. 


"Its overall ratio will depend 
on loan demand in many areas, not just 
one. Some offices may have loan ratios 
that would be too low €© bev prveritraore 
for a unit bank; others may have ratios 
too high to be safe for a unit bank. In 
aggregate, the ratio may be higher than 
the average of a group of unit banks 
Similarly situated because funds are more 
efficiently transferred from office to 
office in a branch system, and because 
the risks of illiquidity associated with 
deposit withdrawals are spread over a 
larger base and thereby reduced." 


Meertbility in Acquiring Capital 


Today, both commercial banks and holding companies may 
use equity and debt financing. This was not always the case. 


"The sale of debentures by com- 
mercial banks is a relatively recent 
development. Before 1933, banks re- 
lied upon common stock and retained 
earnings for capital funds. Indeed, 
neither national nor state bank legis-~ 
lation authorized the issuance of either 
preferred stock or debt securities." 


Up until 1962, when new regulations were issued by the Comp- 


meeilter of the Currency, the brief history of debenture 


Horvitz and Shull) Op Cl Gy > ocr 


eeorae W. McKinney, Jr., "New Sources of Bank Funds: 
Gertificate of Deposit and Debt Securities, law and Contem= 


memary Problems, Vol. XXXII, No. 1, Winter 1967, Pp. 852 
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financing by American banks was said to have been dominated 
by mie adverse attitude of bank regulator authorities at abotmm 
mite national and state eens the Conpteroltewia. requlatron 
Bemmatted national banks to issue convertible or nonconvertioile 
@aoital debentures up to 100 percent of unimpaired paid-in 
Gajortal stock plus 50 percent of unimpaired, surplus funds. 
similar regulations permitted national banks to issue preferred 
Ba@eck, Convertible or nonconvertible, without limitations as 
to capital and surplus. By June 1964, most state regulatory 
agencies had followed the lead of the Comptroller, and "all 
but fourteen states had authorized the use of debentures, and 
Saiye four prohibited the use of both preferred stock and de- 
bentures.">7 
In view of these recent developments in bank debt fi- 
nancing, the critical guestion is whether the two forms have 
the same flexibility in acquiring capital. Here the literature 
suggests that both forms enjoy greater flexibility as the result 
of increased size, because major banks and holding companies-— 
to a greater extent than formally--are traded on regional and 
national exchanges and reported by certain security eae 


Sauce nee One d. 


ade pao 0. 


eer. Bank Stock Quagterly, a publication of M. A. 
Pemapiro and Company, Inc. ®nderwriters, brokers and dealers 
gn bank stocks, which reports on selected commercial banks 
and holding companies. 





V=20 


One author states, “Economists who have analyzed bank 
Melding companies have consistently conelluded that the sub— 
Sidiaries of bank holding companies have significant advan- 


mages Over independent banks in acquiring capital."*4 


Another 
author argues that one of the strongest reasons for the hold- 
ing company aS an organizational form is that the parent usually 
has the capacity to supply affiliated banks with additional 
Capital as its growing volume of business requires.>7 And, 
Smewstudy found that a “billion dollar” holding company may 
sell its stock at rates often competitive with even the largest 
independent banks in the area, but a small group system ap- 
parently has little advantage since affiliates usually raise 
their own capital. However, "a small bank which is the member 
of a very large group system finds it possible to secure added 
funds via the group at a substantial saving."?° MCreoOvers 
Fischer found small banks were able to attract large amounts 

of equity funds from new investors as weli as from their own 
shareholders. He concluded that no small bank is necessarily 
prevented from selling stock as a result of size alone. The 


two reasons why small banks raise equity capital infrequently 


poravvence, op.cit., p. 7. One reason is that the shares 


are usually traded on national or regional markets. 


3-Tamb, jy Smee, jee elas < 


echo Bank Holding Companies, ®p.cie-) p-e o-e 
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are: (1) it usually must be offered at a discount from book; 
Pra (2) owners of closely held banks do not wish to lose con- 
meek Of the banks” 
Mie preceding paltagnapua Clearly suggests that Unacmmomles 
ing company enjoys certain advantages in the acquisition of 
Capital. As an example, the holding company can raise capital 
at either the parent or affiliated bank level, or both. A 
merged system can raise capital only at the bank level. The 
Penang Company haS no restrictions on the use of debt. Phe 
merged system has limitations on debentures, and notes of less 
than one year maturity must be counted as a liability requiring 
Meetves. Thus, the holding company seemingly has more £lexi-— 
babity in raising capital. However, there 1S no empirical 
evidence which conclusively demonstrates that this results in 
some tangible economic benefit, such as a lower cost of capital 
Seeegreater earnings per share from the use of leverage. Con- 
sequently, the flexibility advantage of the holding may be 
Mesemsignificant than it appears. Future empirical studies 
Semeacing the “cost of capital - capital structure” relation- 
ship of comparable merged systems and holding companies may 


be useful in resolving this point. 


eee ependence on Outside Credit Centers 
An advantage of both forms is that this type of organi- 


@aeon May grow large and strong enough to compete effectively 


STrpia., p. 127. 








mete OutSide credit. 


nm 


"By building groups that have 
substantial amounts of banking funds 
concentrated in the hands of compact 
Organizations, adequate banking re- 
sources will be available at all 
times which will not be subject to 
the influences foreign to the needs 
O@ebWese reqions.: 2a 


Consequently, credit inflow is reduced and the region's de- 
pendence on outside financial centers, such as New York City, 
is lessened. in fact, this argument was cited as justiptveaemo 
dee Wieeralizing Virginia's banking lleqislat eon eo omen 
order to get larger individual banking organizations in the 


State. 
IV. MARKETING CHARACTERISTICS 


Marketing characteristics of holding companies and 
merged systems are broadly discussed in the literature in 
terms of the quantity and quality of banking services. With 
few exceptions big banks, whatever their form, offer a larger 
array of services, and service different markets and customers 
emeed® Small banks. With this in mind, the critical question 
fee Wiat type of organization 1S better in this market of 
Peeorgani zations?" 

The literature argues that iarger banking organizations 


are generally more efficient than their smaller competitors, 


38ogenson, Op-Cle., ip. Ida. 
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maaecthese more efficient Organizations typically can offer 
Mere SeCrvices at a lower unit cost to their customers. Four 
Meaeketing Characteristics of these larger banking organizations 
are commonly cited: (1) uniform banking facilities and ser-~ 
vices, (2) greater range and depth of banking services, with 
possibly improved and (or) less costly banking services, (3) 


peeermulation to competition, and (4) marketing identity. 


Uniform Banking Facilities and Services 

The larger holding companies and merged systems both 
offer banking facilities and services that are uniform in the 
sense that each affiliate or unit has access to the same array 
fame Or the other units throughout the system.” Phus, any 
disparity between services available to metropolitan and rural 
communities tends to be eliminated. For instance, one author 
Seemed that in the holding company, “Country banks are aban 
to receive the benefit of specialists in banking who can be 
Maintained only by the large metropolitan banks. In this way 
every bank customer is assured the use of all services promptly 


u37 While non-affiliated 


emeewith little additional charge. 
country banks theoretically can and do obtain similar services 
through their correspondent relationships, this often does not 


provide the same degree of uniform “Regional Banking" that re- 


sults from the larger merged system and holding company. 


3?Hogenson, Ope eter, Da 13 
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Greater Range and Depth of Banking Serv ieee 


larger banking Organ'zations Cypically sore deea Guede 


Variety of services. 


larger Lines of Credit. It 1s alleged ane ehice teen cee. 
meee the banking needs of the region or community are better 
served by the holding company and merged system because larger 
mes of peecnte are available. By having a larger line of 
credit these systems can better serve industry which generally 
has expanded more rapidly than banking. 7° For instance, small 
banks would find it difficult to serve the relatively few 
customers who benefit from large lines of credit. By way 
of contrast, the larger systems can serve-these typically 
important customers in the broader regional or national mar- 
kets and provide the specialized services they need. A re- 
fuera benefit 1S greater diversification of risk in the 
larger, more wide-spread banking organizations because they 
can commit greater proportions of potential bank credit to 


Pag haua l Peraiies.* 


More Extensive Banking Services. Centralized research 
and service activities of both forms frequently benefit bank 


Seuletomers with broadened services at the local level. 


10, amb, op.cit., p. 235. 


See ieaaal Reserve Bank of Richmond, "The New Look in 
Peeing structure, Op.cit.; p. 3. 





"Small unit banks are limited in the 
Quality anes selection Of finemetaleservice. 
they can offer the public whereas even the 
smallest group affiliate Can Make feme aa 
variety of specialized financial services 
readily available to bank Customers. 
"Because of the ability to centralize 
some functions, and because it is un- 
necessary to erect expensive buildings 
for Gael office, a branch Systenmmeangeuc. 
vide full banking services in areas which 
could not support even a small unit bank 
offering limited services."43 
Trust accounts and other specialized areas are the most 
commonly cited examples of the extension of banking services, 
and it is pointed out that smaller unit banks are rarely able 
Mmememoloy profitably really competent specialists. Oh the Gothen 
imemra, the large holding company or branch system ordinarily 
employs specialists in areas such as: (1) agriculture, (2) 
industrial loans, and (3) real estate. This advantage of 
system banking, however, obviously does not apply across the 
board to all customers and all markets. Certainly, there is 
no reason why all banks should supply every service, if for 


no other reason than some markets may not profitably support 


a full service banking operation. 


More Efficient and Less Costly Bombing Senvteon | 
meev1ously concluded in this chapter, both forms generally 
42. > 
en) 7 OM a beep os > > Oe 


f . : 
“Federal Reserve Bank of Richmond, "The New Look in 
Being Stiaueture, | sOprelt., Ds 2. 
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benefit from “economies of scale,” centralization and speciali- 
zation. Because of this it is suggested they bring more ef- 
ficient banking services to the public. For instance, one 
study suggested that communities had better banking services 
Gfomerowing the entry of holding companies; loan-to-déposit ratios 
were higher indicating community borrowing needs were probably 
Eemgebetter served and the general level of interest rates 

Game not inerease. — In addition, a more recent study found 
that the changes expected in the performance of affiliates in 
local market areas were: (1) increased supply of bank loans, 

(2) increased accommodations of state and local government 
credit needs, (3) higher customer service charges, (4) not 
Significantly higher time deposit interest rates, (5) no 
Significant change in interest rates on loans; and (6) operating 
efficiency not changed when measured in terms of operating ex- 
Bemecs to operating revenues. "> a merged systems, another 
study concluded that the performance characteristics of unit 
banks and branch banks have "systematic differences". In gen- 
eral, after mergers the community benefited from expansion in 
the number of Se nees offered by the affiliated banks and, in 
the case of some service functions, lower costs. 


"Interest on time deposits rose, 
Gen rates gencrally tell, sen loan 


44 pischer, Bank Holding Companies, (Op-Clt- pp- 3130.2 


eee cor OO. Clue 2a. 
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terms and lending authority were 
generally extended at the acquired 
bank. Service charges on checking 
accounts were generally increased 
at tehe= acquired wean, /=0 


While arguments and empirical evidence suggest that the 
public benefits from greater services and possible lower costs 
from the two forms, the findings are not considered absolute. 
A recent summary of banking research stated that branch bank- 
ing and performance relationships may be due to factors other 
than the prevalent form of banking organization. 

Pim particular, branch anee unas 
banking follow fairly definite geo- 
graphic patterns in the United States, 
suggesting that regional differences 
in demand or in the character of state 
banking reguilatiens could have jue. 
mounced efrects on bank pertemiamec 


that may not properly be attributed to 
Organizational Characteristics. "47 


Furthermore, seven recent studies agreed in only one finding-- 
branch banks usually have higher net earnings relative to 
Sojomeadi and higher loan to asset ratios, than unit banks ian 
the same eee Consequently, findings in the area of ef- 
Mmeermeney and profitability of unit banking vis-a-vis system 


banking are at best only suggestive. Furthermore, the 


efor itz Ande rola I eO aC Ce yet el Omer mee 


recast Reserve Bank of Chicago, ~Comperl tionwia 
Banking: What is Known? What is the Evidence?", op.cit., p. 1ll-l2. 


rence Oren aes 
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comparative profitasility of efficiency of one system as con- 
trasted to the other 1s a question which lacks guantitative 
evidence of a substantial nature. Consequently, no judgment 


ioemoossible on this point. 


mermiubation to Competition 

The argument that the expansion of both forms stimulate 
competition among banking institutions was not universally 
held in the literature. One view was that some economists, 
bankers, and public officials believe that branch banking is 
"an essentially procompetitive form of banking that facilitates 
the penetration of additional banking markets and brings to 
bear the force of potential competition on even the smallest 


and most isolated banking markets.""? 


Additional suppore to: 
this view was drawn from a comparative study of Vermont, state- 
wide branching, with New Hampshire, unit banking, which said 
that statewide branching "also seems to have instigated slightly 
more competition, although this might be caused by other fac- 


meee o 


And the same benefits are attributed to holding com- 
panyeoperations: 


"The public 45 Che benerve varm.er 
these activities, especially as they 


» Federal Reserve Bank of Chicago, “Competition in bank- 
Piceecne issues," Business Conditions, January 1967, p. 15. 

eV nederal Reserve Bank of Boston, "What Price Branching? 

Banking in Vermont and New Hampshire," Business Review, August 


tee, Dp. 2. 
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stimulate unit bankers in the area to 
improve banking services in order to 
Maintain their positions in Ehesimearkeu, | 


onl 

On the other hand, the opponents of branching-~whether 
accomplished through a holding company or by direct merger-- 
argue that it 1S monopolistic and tends to restrict competi- 
tion. This controversy, of course, is still an open issue. 
ive involves many political and economic considerations in the 
continuing broader public debate over the question of unit 


versus multiple unit banking. The examination of this issue 


is not included in the scope of this study. 


Marketing Identity 

The holding company has greater flexibility in selecting 
its marketing identity than does the merged system. That is, 
OL Bank which has served a community for many years--one 
with an outstanding reputation--the "local" name can continue 
memee used after affiliation with a holding company. On the 
other hand, where the acquiring holding company's name may be 
better for marketing identification, then an affiliate can 
take on the identity of its parent, i.e., Marine Midland. By 
the way of contrast, in expansion by direct merger the acquired 
bank, of course, takes the name of the acquiring bank, there- 
by losing the benefit of "local identity" in markets where 
this may be important. 


>tiamb, op.cit., p. 238. 
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the dittercness ansthe legal [orm of cemoenaeeue canine 
zation and the consequences that flow from these differences 
Pmereicde one of the biggest areas of contrast. These will be 
guseussed with regard to national and state regulation and 


apeeelegal considerations relating to expansion. 


Bank Holding Company Legislation 


The Banking Act of 1933 was the first Federal law af- 
fecting the regulation of bank holding companies. It has his- 


femme Significance because it gave explicit recognition, for 


the first time in Federal Banking Laws, to such institutions. > 


"Although the Banking Act On oes 
was not designed primarily to regulate 
Geoup banking, 1t did centain provis@ens 
covering limited supervision over holding 
companies having control of banks belonging 
to the Federal Reserve System. Under this 
law a bank holding company is designated as 
a “holding company affiliate” and as such is 
required to secure a voting permit from the 
BOadiscd Of (G6vernors of the Bedera nese m cc 
System before it may vote stock of national 
or state member banks. Thus, the Board 
acquired new supervisory functions affecting 
both banks and the holding company affiliates 
eon colling  »thnem. “55 


However, this regulation proved inadequate and the Bank Hold- 
ing Company Act of 1956 was passed after 18 years of debate 


> eNadler eugicl Jsferef=joly jen ise 5 a dhdle 


eee Or Cine Dien eae 
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concerning Federal jurisdiction over the operation of bank 
pemding companies. 

Passage of the (Bank Holding Company) Act of 1956 
established a new era for the development of the bank holding 
Sempany. It recognized this form of organization as an in- 
tegral component of American commercial banking.?> Generally, 
the Bank Holding Company Act of 1956 accomplished three objec- 
tives: "(1) to define a bank holding company in terms that 
cover all such companies which need to be regulated, (2) to 
control their expansion within limits that promote the public 
interest, and (3) to require divestment of non-banking interests 


in order to avoid certain hazards that could accompany mixed 


Ta0 


ownership. The bank holding company was defined under 


Pee~enlon 2(a) of the Act as a company: 


(JjVThat directly or indirectly ge,me 
controls, or holds with power to vote 
25 per centum or more of the voting 
shares of each of two or more banks 
or of a company that is or becomes a 
bank holding company by virtue of 

Eh nSeeie, OF 


(2) that controls in any manner the 
Silecki10n Of a MajjObiey Of lew ams 
eeGtors of each Gf EWO Of more manic 
and for the purpose of this Act, any 


See 


ein iaey pp. 199-200. Forty-two Separare Nolainguecms 
panies were registered with the Board of Governors on December 
ome, 1960. 


56 
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Successor to any such company shall be 
deemed to be a bank holding company from 
the date as of which such predecessor 
company became a bank holding company." 


Tne other provisions of the 1956 Act pertinent to this 
dissertation relate to expansion. The Act requires prior 
pigeseval of the Federal Reserve Board for any holding company 
formation or expansion. Approval is based on the following 
factors as specified in Section 3(c) and (d) of the Act: 


(c) The Board shall not approve--(1) any 
acquisition or merger or conselidation 
under this section which would result in 
a monopoly, or which would be in further- 
ance of any combination or comspiracy to 
monopolize the business of banking in any 
part of the United States, (OmmiZ) san 
other proposed acquisition or merger or 
consolidation under this section whose 
effect in any section of the country may 
be substantially to lessen competition, 
or to tend to create a monopolly, or which 
in any other manner would be in restraint 
of trade, unless it finds that the anti- 
competitive effects of the proposed trans- 
action are clearly out-weighed in the 
public interest by the probable effect 

of the transaction in meeting the con- 
venience and needs of the community to 

be served. 


In every case, the Board shall take into 
consideration the financial and managerial 
sources and future prospects of the com- 
pany or companies and the banks concerned, 
and the convenience and needs of the com- 
munity to be served. 


(d) Notwithstanding any other provision 
of this section, no application shall be 
approved under this section which will 
permit any bank holding company or any 
subsidiary thereof to acquire, directly 
@r indirectly, any voting shares of, 





— 


V=s2 


gnterest in;eor all or substantially all 
of the assets of any additional bank 
located outside of the State in which 

the operations of such bank holding cen- 
pany's banking subsidiaries were princi- 
pally conducted on the effective date of 
this amendment or the date on which such 
company became a bank holding company, 
whichever is later, unless the acquisition 
of such shares or assets of a State bank by 
an out-of-state bank holding company is 
specifically authorized by the statute 
laws of the State in which such bank is 
located, by language to that effect and 
not merely by implication] Sel omeciemeoum. 
poses of this section, the State in which 
the operations of a bank holding company's 
Subsidiaries are principally conducted is 
that State in which total deposits of all 
such banking subsidiaries are largest." 


The passage of the 1956 Act, in addition €o accomolveim, 
the three objectives identified on Page V-3l, gave bank holding 
companies a "respectability" they lacked in the minds of many 
persons both in and out of the banking business. The Act re- 
moved many of the ambiguities that had made this form of bank- 
ing somewhat unclear, i.e., it removed the fear that a highly 
restrictive federal law would be passed by Congress as the re- 
sult of the hearings then being devoted to bank holidiiig@ecnpamy 
fegrolation. In fact, this fear of restrictive federal legis~ 
Paepon was identitied as one cause for the great expansion Gf 


fememng companies in the period just before the ere ou 


im. ; : : 
>’ pishder, American Banking Structure, Cp Cle wpm er 
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tbe weank Merger Act of 1960 

Before enactment of the Bank Merger Act, Federal 
Statutes contained relatively few guidelines regulating expan- 
Sion of commercial banks by merger. The 1960 Act tightened 
eentrol. it provided for direct administration by sen ween 
ing authorities and established broad public interest standards 
to guide Ee nACdmne Stcat lon, OF controls.?° Expansion by merger 
WaS put under the supervision of the Comptroller of the Cur- 
iemey, Or the Federal Deposit Insurance Cerporationgens enc 
mecderal Reserve Board, depending on the legal status Gi tue 
Sime LV Lng bank. >” {In broad policy regarding expansion the 
Pamk Merger Act of 1960 followed the direction of the Bank 
Holding Company Act, although it incorporated slightly dif- 


ferent legal and administrative standards. °” These differences 


>8the United States Treasury, “Appendix: The Banking 
Structure in Evolution" Studies in Banking Competition and 


mer rm ee me wt rs ee ere 


Baer sanking Structure, January 1966, p. 407. 


eee The Comptroller of the Currency has authority over 

merger applications if the acquiring, assuming or resulting 
bem 1S to be a national bank or District bank; 5) thevrpie 
has authority over merger applications if the acquiring, as= 
suming, or resulting bank is to be a nonmember insured bank, 
e-eept a District Bank; and c) The Board of Governors Gfyuge 
Federal Reserve System has authority over mergers if the ac- 
@urring, assuming, or resulting bank is to be a State member 
Bei, except a District Bank. 


60Ge0rge R. Hall and Charles F. Phi2lips, Jxr., Bank 
Mergers and The Regulatory Agencies (Washington, D. C.: Board 
of Governors of the Federal Reserve System, 1964.) This is a 
GBecent study analyzing current policies as related to thew age 
decisions by the three Federal bank supervisory agencies. 
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were eliminated in the 1966 amendments to the Acts. Simmer 
requirements are now considered in the approval of merger or 
molding company acquisition applications. 

The Department of Justice has recently become active 
in the regulation of bank expansion by way of anti-trust. 
Mewevyer, 1ts interest 1n maintaining COmMpetiticon Tewoecer. 
mane to this discussion of the relative advantages of merger 


versus holding company expansion. 


Differences Between Direct Merger and Holding Company Exoan 
Sion Steluming from National Regulation 

Several differences in neon legislation seem to 
favor the merged form. While the literature gave scant atten- 
tion to this area, one recent thesis suggested that advantages 
Bemicing the mergec form of expansion are: (1) greater pusbe 
BPoeality of approval of merger applications, (2) shorter eine 


for approval, and (3) less cumbersome procedural processing. °+ 


eee ee OS EO ee 


Based on an examination of past Federal Reserve Board decisions 
@menscudy concluded that: 


"The Board rules more harshly against 
holding companies than Mergers. «wom 


ol eiinn, Cpe Cle. 7 DP mate oe 
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1961 through 1966 the Federal Reserve 
Board approved 79 bank holding com- 

pany formation applications and denied 
20, fOr a recorag or [our te one ean 
the same. period the Board approved 157 
mergers and denied 15, for a record of 


ee coe elec 
Application Approval Time. During 1963-1964 the same 
study reported that holding company applications took con- 
Siderably longer to process than merger applications. The 
average time was 7.4 months for the holding company and 3.2 


months for merger.°” 


The impact of a processing delay was 
illustrated by a case concerning Virginia Commonwealth Cor- 
poration. Here an acquisition offer seemingly was not ac- 
ceptable to the stockholders of the bank being acquired be- 
cause the market price of the holding conpanwnre shares fell 


during 5.5 months of processing by the Board. 


Procedural Differences. Several major procedural dif- 
ferences in the processing of applications are said to favor 
the merger route.°> The differences apply to public disclesunea. 
also applicable to mergers where the Federal Reserve Board is 
the governing agency--and the possibility of hearings and re-. 
Peant delays if the Comptroller of the Currency or tite 
acer e SS. 


eT Dia. , pp. 54-55. It was noted that recent decrerea. 
were being processed "with somewhat greater dispatch." 


peti oe 55 





e-Ipid., pp. 58-60. 
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appropriate state agency disapproves the application within 
Boeaays. Also, minor differences in application processing 
are said to make holding company application more cumbersome 
morprepare. 


"It should be sufficient to note that 
tae holding company applications aremem. 
cumbersome in that the Board requires in- 
formation for each affiliated bank and not 
just for the system as a whole. In addition 
data on correspondent bank balances, con- 
SumemeylLOans Purchased, aid mumileiecm 
securities is called for. This informa- 


tion is not required by the merger forms. "°° 


Mimererences Between Direct Merger and Holding (Companyeexoan. 
Sion Stemming from State Legislation 

The Virginia state banking code regulates the expansion 
Smeindividual banks. As discussed in Chapter ifi, de nove 
branches are restricted to the immediate area of an existing 
bank, while mergers are authorized on a statewide basis. As 
mmemresult of this, a bank merging into another community veane 
ieteoranch de novo in the area of the bank 1¢ mergea.°/ By 
way of contrast, holding company expansion is not regulated 
under the banking code. A holding company may acquire a bank 
CSrpid., Dene 6.0.. 

on merged system could merge with a Dank in ances 
community which already has its own branches, and thus obtain 


Multiple banking locations in the new area. However, further 
de novo branches would not be authorized. 





Wi Se, 


of contrast, in expansion by holding company the acquired 
bank retains its own board and bank officers because it re- 
mains a separate corporate entity. 

On one side, holding company proponents argue that re- 
tention of the seid bank's board keeps control of the bank 
at the local level, in the hands of people who are familiar 
with the problems and needs of the community. As one author 
said, "No bank holding company can exert a veto power over 
actions of the board of directors of bank subsidiaries", °” 
although this statement appears to be of dubious validity be- 
cause of the various voting control situations that can exist 
memenolding company affiliates. Thus, the legal status of 
affiliate directors is thought to be the essence of decentra- 
lized management in a holding company. 

"Though they may delegate to their 

Officers the day—to—day erou tinewoiecon. 

ducting the bank's business, they cannot 

delegate the consequences resulting from 

unsound practices and policies for which 

they are _both criminally and civilly 

liable."/9 
On the other side, the proponents of direct merger argue that 
meengte board and group of officers simplifies the corporate 
structure and facilitates management control. 

These contrasting views ascribing to the virtues of 
centralized versus decentralized control are a question which 


earerales and Bogen, Op.Cit.,; p. 422. 


Mniinn, Op Clie mee 
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1s mot and cannot be clearly resolved in the favor Gt veomene: 
form. However, this is not thought to be the only issue re- 
garding directors. A question remains unanswered: "Are honorary 
Beards Gtfective substitutes for the legal boamds they ercwmaead 


and, if not, what are the consequences?" 


ee pe oo aateentneatete a tenthetienneenateetmntenemaaenen ane —— te rm ne ce i ee = eee a re em 


Posits. There may be differences in earnings potential between 
a merged system and a holding company because of differences 

in the reserve ratios applied to deposits throughout the systems = 
Baetos in the period of this study used for illustration oe 

this point were 10 percent for state non-members, 12 percent 

for non-reserve city members, and 16 1/2 percent for reserve 
city members. 

For a merged system the location and classification of 
the bank sets the reserve ratio against deposits for the whole - 
System. For example, a merged system in Richmond--a reserve 
city--applies the 16 1/2 percent ratio against systems deposits, 
while a merged system in any other Virginia locality applies 
12 percent, so long as it does not have a branch in Richmond. 

A holding company with a Richmond affiliate applies the 16 1/2 


Beveent ratio only to that bank, and the 12 percent ratiogre 


Milbeaftfiliates outside of Richmond. Additionally, a holding 





Veena. , Dw o- or 
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company benefits from the 10 percent ratio for non-member 
affiliates, thus further lowering the effective ratio applied 
against all deposits in the system. 

From this discussion it is clear that there are dif- 
ferences in earnings potential on demand deposits for state- 
wide banking systems depending on the type of system, the 
location and the member status of the system. The impact of 
these differences generally favors the holding company over the 
i-eged System. However, changes in reserve Patios canwanesde 
take place. Consequently, the foregoing discussion is valid 
only as it applies to the situation reported. The ratios 


could change at any time. 


Entry Into a Reserve City. A major System e@pera guna 
in Virginia with a home office outside of Richmond--a reserve 
City--has an advantage in seeking entry into Richmond if the 
expansion is done by holding company. For instance, a merger 
[eed Richmond bank by Virginia National, home office iM 
Norfolk, would require the greater Reserve City ratio be ap- 
plied against their total system deposits. Thus, the potential 
earning power of these incremental deposits are lost and the 
Profitability of the system as a whole is adversely effected. 

A holding company acquisition in Richmond, however, would not 
Mirect the reserve position of other system abfiliates) ae utmey, 


pre considered individual banks subject to the reserve requame 


ment applicable to their own areas. As a result holding company 
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EMitxzy into Richmond is less costly and, therefore, mover. 


Maactive than merger. /* 


Procedural Implementation of Mergers and Holding Com- 
Mmemy Affiliation. A recent study, contrasting Ewo MeEded men 
expansion in Virginia, concluded that holding company expan- 
Sion is more flexible from a procedural standpoint. ’> A hold- 
ing company can expand by one of four methods: (1) acquisition 
O@iean affiliate through an exchange of stock, (2) acquisitenen 
by "the phantom bank technique", (3) acquisition of a de novo 
branch, and (4) merger of an existing bank into one of the 
holding company's affiliated banks. By the way of contrast, 

a merged system can expand, outside of its own area, only by 
merger. 

A useful feature of bank mergers in Virginia is that 
fa9ere 1S no minority interest. Under Virginia law a vote £or 
merger by two-thirds of the stock of the merging bank--1if it 
is a state chartered bank-~forces the exchange of the remain- 
fac stock. 

"While under federal statutes (12 


uSC 215 and 215a) dissenting stockholders 
of the merging bank have the right to an 


tennis Situation would apply to other Stavesurt seme 
Mecesimilar legislation regulating expansion, and a Reserve 
@iey Bank. 


72-1inn, OPC ee DE moors. 
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appraisal of the value of their shares 
and to receive cash payment, ENnewen ois 
the Virginaa Statutes, (Artaeilems Section 
onl 6:2 et.seq. of the Virginia stoer 


Corporation Act) contain no such pro- 
aes One es 


By way of contrast, acquisition by holding company through an 
exchange of stock generally results in less than a 100 percent 
ownership of the acquired bank. ’> However, to obtain 100 per- 
cent ownership in a holding company acquisition the "phantom 
bank" technique can be used. Under ieee hme the new 
bank may retain the name and charter of the merging bank, so 
that it would appear the merging bank survived. 


“This technique uses a shell cor- 
poration, the phantom, a minimumly [sic] 
@apllalized corporacion, beaming 
bank name, into which the bank to be 
acquired is merged. With an affirma- 
tive vote by holders of two-thirds of 
the bank's stock the remaining one- 
third is forced to accept the exchange 
(and dissenting stockholder, where ap- 
plicable, to accept cash). Then in a 
Enbee-way exchange--Ehe plancen tareucqn 
merger receives the bank's stock, the 


eeoanchy (ommee le 


under Internal Revenue Service regulations eighty per- 
cent 1S needed to make the exchange on a tax-free basis. How- 
ever, conditions for exchange of a minimum percentage of the 
Shares of the bank to be acquired can be set. For example, in 
miescxchange offer by United Virginia Bankshares dated VPeeenver 
mea) 1.962 to Citizens Marine Jefferson Bank, Trust and Savings 
Bank of Lynchburg, Merchants and Farmers and the Vienna Truce 
Company, 50 percent of the shares was usea aS a minimum per- 
centage. In this case the holding company wanted majority 
Sontrol and not a minority position. 
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phantom (now a bank) issues its stock 

to the holding company, and the holding 
company issues its stock to the bank's 
Shareholders--the holding company acquired 
100 percent ownership."/6 


IV. SUMMARY 


This Chapter has identified the advantagesmagaece ies 
vantages of the two forms of organization as drawn from the 
literature. They are now summarized in Table V-I in the form 


Sema Factor Sheet" of advantages of one form relatives ramen 


other: 


PAbuE Vi 


FACTOR SHEET OF LITERATURE BASED ADVANTAGES AND 
DISADVANTAGES OF DIRECT MERGER AND 
HOLDING COMPANY EXPANSION 


Advantages of Holding Company--Relative to a Merged System 


Operational and Organizational 


iewOrganizational flexibility 


2. Wider range of options for management control 
Baiuecal AULOnOmMy 


Pimane ia L 


fe) Greater flexibility in acquisictionmen caetem 


(continued) 


10 niinn, Cele. pepe me mou 
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TABLE V-I (continued) 


Marketing 


Mm Affiliated banks retain local identwe sence eam 
Wemeket dared 


Sajal 

Ie) Greater branching opportunities ane eequnres 

2. Reserve ratio advantages 

3. Can select easiest route for approval Of vex eancued 
#. Retain local control through the board 6tedirector= 


and bank officers at the affiliate level 
Advantages of Merged Systems--Relative to a Holding Company 


Ocoee lonal and Organizational 


ie Organazational unifomity and simoiieme 

2. Closer control of policy and operations 

3. Greater cost benefits from integration of 
operations 

Fananeial 


lPmGreaber credit mobility 


Marketing 


ilmGreater Opportunity for Unafom sacmieaees 
and services 
2. Single corporate identity 


Legal 


1]. Generally has required less time for approval of 
expansion applications 

Z. “Track record” for approval Of merger apolaearrene 
has been better than for holding company applications. 


Apparent Weaknesses in the Literature 


in important areas there seems to be lack GEvecnpin ea 
data directly comparing the two forms. Consequently, it was 


Mot possible to draw from the literature conclusions that one 
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form benefits more than the other with regard to economies of 
scale, efficiencies from integration, or “cost of Capi tale 
Capital structure relationships". 

Also, numerous alleged advantages and disadvantages 
were commonly treated only in generalities. These did not 
appear to consider the points-of view of various parties having 
an interest in expansion, such as stockholders, management, 
jenders, borrowers, or regulatory authorities; nor did they 
consider various policies, such as management's attitudes to- 
meme growth, competition, or organizational control.  Cense— 
quently, it was difficult 1f not impossible to assess ade- 
quately the relative merits of these generalizations. The 
memenasting views on “centralization viS~-a-vis decentralization, 
were a case in point. 

Lastly, the literature did not illustrate or suggest a 
method or approach whereby management could assess the Signi 
ficance of the various advantages and disadvantages in select- 
ing between the two forms; particularly in a specific situa- 
tion. This deficiency appeared to stem, in part, from the 
Pacem of an examination of the advantages and disadvantages 
from various points-of-view, or from analysis of considerations 
that might be determining in different kinds of situations. Exa- 
Mination of the expansion: experiences of the two systems studied 
will attempt to suggest how assessments of significance can be 


Made by Consideration of various points-of-view and politcires. 


CHAr Tike ya 
THE EXPANSION DECISIONS: BACKGROUND 


This chapter addresses itself to the background events 
concerning the decisions of First and Merchants and Bankshares 
to select forms of expansion. Three salient points are im- 
portant to this discussion: (1) managements of both organiza- 
tions had been interested in changing the restrictive branch- 
ing legislation passed in 1948, (2) both had been sponsors of 
the Virginia Metropolitan Plan, a proposal to liberalize 
Mieamehning, and (3) after introduction of the Buck—-Hol landepie 
both had the Bean to select either form Of expansion. 

Prior to passage of the Buck-Holland Bill 7 in wea 
First and Merchants and State-Planters--the lead bank in Bank- 
Shares--had been among a group of large Richmond banks actively 
Sponsoring a change to the restrictive 1948 branching legisla- 
tion. Together these banks attempted to gather support through- 
out the state for the Virginia Metropolitan Plan, a branching 
scheme to allow merger between banks in metropolitan areas. 
Moemsponsors wanted this plan to be adopted by the Virginia 
Bemkers Association at their June 1961 convention. Had ehis 
been done, the intent of the Virginia Bankers Assoectavienmva. 
to propose the plan as an amendment to the state banking codes 


Or recommendation to the 1962 General Assembly; the plan, 
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however, failed. Consequently, First and Merchants' and State- 
Planters' Managements felt any liberalization of Ee brane 
laws had been delayed for at least another two years, until 

the next biannual meeting of the General Assembly in 1964. 
However, the subsequent surprise introduction of the Buck- 
Holland Bill, in early 1962, permitted both banks to recon- 
sider their expansion plans, in light of the fact that expan- 
Sion would be possible by direct merger as well as the holcing 


company route. 
ieee LRol AND MERCHANTS ELECTED TO EXPAND BY DIRECT MERGER 


After the Virginia Metropolitan Plan failed managemen= 
at First and Merchants considered expansion by the holding een. 
pamy route. In explaining the chronology of events, a Fives 
and Merchants officer said: 


"We were actively studying the 
formation of a holding company and 
had retained the services of experts 
in the field. Our planning stowea 
holding company had moved right along, 
but we feel fortunate, From Our Sstouc. 
point, that the Buck—-Holland Veqiustar ted 
got into the mill an eame to. seme 
take advantage of it. That is to say, 
we had not gone so far that we could 
not scrap our plans for a holding 
company, and embark on a program 
for expansion by merger, as authorized 
under the 1962 legislation. 


On this same subject, we believe 
(we do not know) that 2i some voc een 
others had not gone so far with their 
commitments for the holding company 
form, they would have changed their 
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plans, also. But, we feel some had 
gone SO far Cheat they 4gustmeenmleaunor 
back up and they had to go ahead with 
Phew COMM tmemecr - . 


If it is assumed that direct merger is a “better method" 
Of eXpansion, passage of the Buck-Holland Bill was an unex- 
pected advantage to First and Merchants. That is to say, if 
First and Merchants' competitors had gone so far with holding 
company plans that they could not reconsider, then they did 
not have an opportunity to choose the "better method." How- 
ever, if First and Merchants was late in formulating expansion 
plans by way of the holding company route, then this fortunately 
wemked to their advantage because it resulted in 16S now seme 
committed to a less desirable form of expansion at the time 


mien buck—-Holland Bill opened the merger route. 
Ii. BANKSHARES ELECTED TO EXPAND BY THE HOLDING COMPANY ROUTE 


As was the case with First and Merchants, State-Planters 
Started to investigate the feasibility of forming a holding 


company after the Virginia Metropolitan Plan Fela ee However, 


oe Ropendix (C}), p= seas. 


*As early as 1958 the president of State-Plantere, sree 
Mewes. Harvie Wilkinson, Jr., had considered the concept of 
Bormation of a holding company with other large Virginia banks: 
This was seen aS a move which would improve the competitive 
meeition of the banks concerned, regardless of any subsequence 
action by the state legislators to relax the highly restric- 
tive 1948 branching laws. However, this initial plan for a 
holding company never got beyond the conceptual state= 
Sie, Appendix (A), p. A-3-4. 
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no action resulted from these efforts until, unexpectedly, 
in the latter part of 1961, First and Citizens Nationa = 2ant 
of Alexandria approached State~Planters with a proposal. By 
erialy 1962 four other banks had joined together to formigene 


initial Bankshares group, which commenced operations as a Six 


bank holding company in January, oes In explaining the 


chronology of events, a Bankshares officer said: 


"We knew of the Buck-Holland 
legislation before we filed with the 
Securities Exchange Commission to 
form United Virginia Bankshares in 
June, 1962. Therefore, we had the 
Opportunity to drop it and go the 
merger route if we wanted. But all 
of the parties had been sold on, and 
they liked the idea of forming a 
holding company where everybody 
would have something to say; we 
were building something together; 
all parties were participants. The 
local autonomy aspect was important, 
too. No proposal was made to try to 
force through the merger route: 

The feeling was just so strong 
that this was what we wanted to 
do that this is the way we went." 


The original members of Bankshares had the Opper eUuniney 
to change their holding company -plans and expand by direct 
merger under the Buck-Holland legislation, which became ef- 


fective July 1, 1962. The foregoing quote indicates that 


Scr, Appendix (A), Table A-I, United Virginia Beniksnaw=- 
Mest Of Acquisitions and Affiliate mergers. 


ee Rppendix (A) app. 2-2 .cr 
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management was not "locked into" the holding company form of 
Beeension, even though plans were well along in he @fina bese a 
Furthermore, while it is clear that expansion by holding com- 
pany was the preferred route for the Bankshares group and that 
a participating management philosophy was an essential factor 
in this decision, it is assumed that had there been sufficient 
evyrdence to indicate direct merger was clearly the better 
metas, tien this path might have been chosen] "eens-quciem, 
Bankshares' management decision to expand involved an explicit 


choice of alternative expansion methods--holding company 


versus direct merger--as was the case with First and Merchants. 
TII. THE MANAGEMENT DECISIONS 


' The primary reasons why each of the managements chose 
eeu respective form of expansion and the key elements of 
their expansion strategy are summarized at the end of this 
Ghapter, in Tables VI-I through VI-IV. The examination Of 
Paemeof these topics follows in the next four chapters. inece 
chapters discuss why both managements considered one form of 
expansion preferable to the other, and with reference to the 
Weeterature, will attempt to evaluate the various considera— 
tions as guides for management action. The four functional 
Miaeas previously used in development of tgepliterature fvrames 
Memk are each the subject of one chapter: (1) Boe reereLernel and 
@eganizational, (2) financial, (3) marketing, and (4) legal 


eenslaeratlons. 
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i TABLE -Vi-1 


meaetORS CONSIDERED BY FIRST AND MERCHANTS TO BESADVANTAGES 
AND DISADVANTAGES OF EXPANSION BY DIRECT MERGER 


The merged form was preferable to the holding company because 
ieeprovided or permitted: 


ie A basis for better Crganizationa ceonere 
than does the holding company form. 


2. A better solution to the problem of manage— 
ment succession. 


weGrea cer amOoll acy. OF Ends. 
weGreadter Giversiricatlon Of fiske 


3 
4 
5. Increased lines of credit to a single customer. 
6. Greater financial flexibility. 

7 


Larger individual banking units which are better 
able to attract industry to Virginia's growing 
imauctiriial COnmunet1es. 


, 8. Greater community services. 
Economies in operation. 
The merged form was seen to have these disadvantages as con- 
trasted to the holding company: 
Loss of the merged bank's name. 


2. Change in the status of the merged bank s )boand 
QE Clie voigs 


3. De Novo branching restrictions in the area of the 
merged bank. 











NOTE: The ordering of these factors does not indicate 
lemrority. 


Data from Appendix (C). 
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FACTORS CONSIDERED BY BANKSHARES TO BE ADVANTAGES AND 
DISADVANTAGES OF EXPANSION BY HOLDING COMPANY 


The holding company form was preferable to the merged form 
because it provided or permitted: 


Greater de novo branching opportunities. 
Efficiency equal to the merged form. 

Pilextoa lity 2 ralsSingieapieaue 
'Greater flexibility in expansion. 

Local autonomy for affiliates. 

Local identity for affiliates. 

Decentralized decision-making which offers more 
management flexibility and opportunity. 

Non-member (Federal Reserve System) banks re- 
tain their lower 10 percent state reserve require- 
ments when they become holding company affiliates; 
and only holding company affiliates (members of 
Federal Reserve System) in reserve cities are 
required to use the 16 1/2 percent reserve ratio; 
other affiliates to use 12 percent. 
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Both forms were preferable to an individual bank in Virginia 
because they provided or permitted: 


1. Increased organization size to attract and train 
Management personnel. 

A solution to a management succession problem. 
Economic benefits to the acquired bank stockhol@cues 
Greater credit and funds mobility. 
New services. 


in & Ww N 


The holding company form was seen to have these disadvantages 
memeomtrasted to the merged form: 


1. Complications because of Securities Exchange 
Regulations. 

2. A more complex organization. 

3. Complications from regulations by more thanwone 
agency. 

Weeiack Of a Single COrporate wmage- 








NOTE: The ordering of these factors does not andrea 
Em@Lority. 


Bae from Appendix (A). 
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TABLE Vi-1 0p 


KEY FACTORS IN FIRST AND MERCHANTS' EXPANSION STRATEGY 


1. Merge only into areas where the growth rate 
will keep pace with or exceed the system as 
a whole. 


2. Avoid dilution of book value and earnings, 
DUE Give “alr value’. 


3. Keep strategy flexible because future mergers 
may be difficult due to increasing competition 
for the remaining banks and because of the 
attitude of the regulatory agencies. 


a. Offset de novo branching resermiecvoneaam 
the area of the merged bank by acquiring 
banks which already have branch offices. 





5. Offset the loss of the merged bank's 
board of directors by appointing an Area 
Advisory Board. 


NOTE: Data from Appendix (C). 
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FACTORS IN BANKSHARES' EXPANSION STRATEGY 


Expand in growth areas, with emphasis on the 
Virginia urban corridor from Washingeen,. e 
south to Richmond and east through Williamsburg, 
Newport News, and Norfolk. 


Acquire a leading bank in an area, if possible 
a bank with deposits over $10 million. 


Emphasize local autonomy and a decentralized 
Management philosophy. 


Deal directly with and through management and 
not the shareholders of prospective affiliates. 


NOTE: Data from Appendix (A). 





CHAPTER Vit 


THE EXPANSION DECISION: OPERATIONAL AND 


ORGANIZATIONAL CONSIDERATIONS 


This chapter deals with three operational and organiza- 
tional considerations thought to be significant by First and 
Merchants and Bankshares in their selection of a form of expan- 
Sion. These considerations are: (1) management effectiveness, 
(2) management succession, and (3) the efficiency of the organi- 


factional form. 
es MANAGEMENT EFFECTIVENESS 


The critical issue regarding management effectiveness 
concerned the question: "Does a particular form of corporate 
Organization lead to or result in more effective management?" 
This question was answered in the affirmative by both First 
and Merchants and Bankshares, even though the two banks chose 
different forms of organization. Their arguments centered on 
Semmes involving organization theory--centralization versus 
Mecentralization, and local autonomy versus a more directive. 


form of management control. 


iiem Position of First and Merchants 


em ewe er ee se ee 


Management Control is Superior in the Merged Form.?+ 


Miot and Merchants' management preferred the less complex 


CE. PO Deine tex eG) ate Oo 0 Cua oe 
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corporate structure of the merged form because they thought 
it provided a basis for better control. Management believed 
there was less potential for the development of problems in 
polrey formulation and execution since the merged form hed 
eeerngle policy group, the board of directors, and cnewgroup 
of senior management to execute policy. Consequently, the 
Pesre1on of First and Merchants was that coordination to 
achieve unity of purpose could be attained more readily in 
the merged form. 

By the way of contrast, First and Merchants’ management 
thought that the unity necessary to operate a large banking 
Organization effectively was harder to achieve in a holding 
company. This was because a holding company was comprised 
of a number of separate banks, each with its own board of 
directors and senior management, who were legally responsible 
for the soundness of policy and operations. Thus, the posi- 
tion of First and Merchants was that there was greater potential 
in the holding company for problems in policy formulation and 
direction. Policies could vary in accordance with the manage- 
ment philosophy of the individual groups. 

Another aspect of control cited by First and) Mere. 
was that one group of senior management carrying out the 
Melreies Of a single board tends to reduce the time and effore 


required of management at the local level on policy matters. 


MyM de 8) 


feeal Management, therefore, has more time Co devore eee ous. 


ness development and service to the customer. 


fae) Position of Penieoeee 

iiie Holding Company Porm Permits local Autonomy . 7 
Bankshares preferred the holding company form because it pro- 
vided local autonomy to the management of acquired affiliates. 
Thus, this Poet was a suitable framework for implementation 
of Bankshares' management philosophy, which was based on the 
holding company organization being a participating enterprise. 


Meer or the six original affiliates was represented on) Bank- 


shares' board of directors. New affiliates were not necessarily 


represented. However, a committee of presidents was planned 
Beewestablishment of certain policies. 


"We try to get together at least 
once a month with the presidents com- 
mittee and talk about’ problems, poli- 
cies, and new services that Bankshares 
should provide. Thus, we have a joint 
effort: (1) to become a statewide 
Grpganizatkion, (2) to wsurldwa Tare 
organization to make bigger loans to 
Varginia DUSINeSSes, s(S) come aeend 
new services throughout the system, 
and (4) by pooling resources to provide 
special services, such as in the com- 
puter area, of a quality no one bank 
eoulla atftora. 9 


cre Appendix (A), pp. A-1l-1l2. 
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Local autonomy and a participating management philos- 
ophy were believed by Bankshares' management to be important 
mletorS in attracting new affilvatesr Even so, they found 
that it was hard to convince some bankers who were interested 
in joining a holding company that what they said about their 
method of operation was true. Some bankers had heard dis- 
couraging reports from those who joined other holding com- 


panies. 


Local Autonomy was an Element of Bankshares' Expansion 
Strategy. Local autonomy stemming from Bankshares' coopeaeaee 
Management philosophy was believed to be very helpful in at- 
Beecing additional partners to the organization. For iisteneen 
an officer of Bankshares felt that local autonomy was parti- 
Gularly important to the executive operating a well-managed, 
profitable bank; this type of executive was generally thought 
to be a strong individual who did not want to give up any 
measure of operating responsibility. 

Banks interested in joining Bankshares were told that 
Eee wnolding company retained central diréction in changes 
top management--the top two--and their salaries, and Suvenene 


@eetaxed assets or leasing new offices. Affiliates were 


Peeiorized to spend up to their depreciation for new assets, 


Satie pp. A~-27-28. 
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but anything more required approval by the holding company, 
Mien iS Way real estate and purchases Of Major asseus Ehmougne 
out the system were coordinated. For instance, $12.5 million 
ieemocen raised during the years 1962-1966 to meet affiliaves, 
plans for expansion. Also, dividend policy and matters which 
could result in a conflict of interest were other areas where 


the holding company retained central direction. 
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faeenOlding Company Form. > Bankshares' pesition was that the 
aecentralized nature of the holding company form offered 
greater flexibility and opportunities for management than the 
Evyeiteal branch system. This aspect of holding company opera— 
tions was stressed because it was thought to be inherently 
more attractive to management personnel--it offered a better 
environment for developing successor management talent eae 
@remimdustry. Thus, it was the opinion of an officer of Bank- 
shares that the holding company appeared to provide the better 
Pomieron to the problem of successor management. 

Bankshares' position was that the critical aspect of 
its decentralized management concept was the legal status of 


eeeeeattiliate's board of divectonere Individual affiliate 


TipdGl, pee 


Srpegal status" of the board of directors mas rere me. 
to the responsibilities of bank directors specified in banking 
Statutes. Article 6, Section 6.1-45 of the Laws of Virginia 
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Boards were thought to be a very real force in promoting and 


Maintaining decentralization of management. 


The Holding Company Form: A More Complex Corporate 


Organization. ’ Bankshares! management saw local autonomy as 
momaavantage of the holding company, but at the same time 
meey alSo recognized that the merged form had a Simple Corpor 
ate structure, one board of directors and one senior group 
of management. An officer of Bankshares' said that the less 
Seujrex Structure of the merged system simplifived policy sicaim. 
lation and execution. Problems more easily avoided in the 
Mergea form were thought to be: (1) diffused authority, 7) 
internal conflict at the management level, and (3) administra- 
tive complications, i.e., separate records for each affiliate. 
But, Bankshares! position was that these problems could 
be overcome since the holding company form provided substantially 
the same range of management control options as a merged system. 
Furthermore, management believed that the administrative pro- 
blems of the more complex corporate organization of the holding 


company were compensated for by other advantages. 





Relating to Banking and Finance states, "The affairs of every 
Pemikeor banking institution incorporated under the laws of tare 
State shall be managed by a board of directors which shall con-— 
Sist of not less than five persons.” 
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Discussion 

The positions of First and Merchants and Bankshares 
suggest that there 1s a direct and important relationship 
between the form of corporate organization and the effective- 
ness of management. However, when their views are examined 
Ze is clear that, like much of the literature, they do not 
and cannot settle the question whether a centralized or decen- 
tralized organization and control is more effective. These 
views involve questions of organization theory and the role 
of the formal and informal organization. They involve at- 
titudes and opinions of management. Consequently, it is dif- 
ficult to resolve this question clearly in the favor of either 
form. 

Perhaps the answer is that one form is better, or worse, 
for a particular group depending on the general point-of-view 
Oz that group. In this context, the positions of both parties 
generate several points which have implications in the selection 


of an organizational form for expansion. 
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Clearly, different methods of organizing and managing banking 
organizations can be employed, irrespective of thelr corporate 
fomm. That is to say, both merged systems and holding com- 
Bamtes may be either highly centralized or highly decentra. 


Jized. Therefore, differences in Organization structure and 
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ieamagement control seemingly are a function of the attitudes 
Sreindividual managements, and depend, in part, On tnevcureun. 


stances peculiar to the individual situation. 


Organization". Both managements admit that there is greater 
Peeential for administrative conflict in the hollding jconpan, 
form. Their positions seemingly are related to voting control 
and the role of the directors in holding company affiliates. 
tioechis dissertation it is argued that control in the holding 
company is, in fact, less absolute; that affiliate management 
has more autonomy than lower level management in a merged 
system. This is a result of the legal responsibilities of 
affiliate directors, and of the different voting control is Ftua. 
miems which may exist in a holding company affiliate--a hota 
iMcmcompany may have 100 percent voting control of an ativeiaeey 


or some lesser degree of control. 


A. Voting Control in Holding Company Attitlie lec teecu. 
eieery, four different voting control situations exist in a 
holding company, whereas only one exists in the merged system. 
A holding company may have complete oem 100 percent; very 
meqge control, say 80-99 percent; bare majority control, say 
Bamepercent; and “minority” pone say 35-49 percent. The 


mmellication for affiliate directors is different inveacheaGs 


these situations. Directors are responsible to all stockholders, 


Wil? 


Minority as well as majority and they have to think about dif- 
Mmemene things in each case. For instance, ques -1om gone po lelme.s 
emel) as dividends, may have different meaning eou ene nolan. 
company as a Shareholder and to the individual investor as a 
pemercholder. Individuals may desire a high dividend payouec 

for income, whereas the holding company may desire a low pay- 
eestor Capital growth and expansion. Also, Gifferenewsinee 

Of Capital expenditures--for eee purchase of real eGsSuaee—— 
Meayebe viewed differently by a group of persons who ave aie 
Vidual stockholders, and by a single stockholder, the holding 
Company. Clearly, the Pecouneaen of such policy issues will 
probably depend on the voting control situation in each af- 
feliate. : 

1 In cases where the holding company votes all or ailmese 
emmmor the shares of the affiliate, policy conflict 15 prooa— 
Minenmo more of a control problem than in the merged form, gic. 
etavalent "ynower to remove and replace" rests with the parent. 
In practice, however, the holding company does not have the 
Same control in the resolution of problems in the other three 
voting een situations. Management has to accommodate satis- 


factorily the minority interest, no matter how small, and this 


Bas reported in the 1967 Annual Report, Bankshares owns 


96.4 percent or more of each of its affiliates and two of nine 
emec, Owned 100 percent. 
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is a complication with which management in the merged system 
does not deal. Furthermore, the holding company has the re- 
Curring problem of replacing directors at the affiliate level. 
There is no guarantee that the views of new directors with 
megqard to policy will conform to the old. This is another 


problem that does not arise in the merged organization. 


B. the Role of the Directors in Holding@eonpam, 
Affiliates. An important difference between the two forms is 

Ee possibility of many boards of directors in a holding com- 

pany vis-a-vis one in a merged system. This possibility has 
Seeermet control implications; for example, the comment tha 

"no bank holding company can exert a veto power over actions 

of the board of directors of bank subsidiaries" takes on specific 
meaning. 

The chief officer of one large Virginia holding company 
qescribed control as more of a "sell" rather than a “tell” pro- 
position; whereas in the merged system control may be much more 
Gimeect. He illustrated this difference in the case where the 
affiliate board will not relieve an ineffective president of. 
his duties. Assuming the holding company has voting concen 
a meeting of its stockholders could be called to vote in new 
affiliate directors who would discharge the president. But 


"Nadler and Bogen, Op. Citeu, sees 
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this would be an unusual step. It probably would cause other 
problems in the areas of community relations, or business 
development because the “fired” direceors Migiemecmane humeral 
leaders in the community. By way of See similar pro- 
blems could exist in the removal of a branch manager in a 
merged system, but the potential consequences would probably 
Demebe aS severe as with the holding company where bothyehe 
president and the board of directors are involved. For this 
reason, it was the opinion of the aforementioned chief officer 
that the holding company may have to “live with" poor manage- 
ment longer than the merged form. Consequently, not only ie 
control of management at the affiliate level less directive, 
but the time required to obtain the desired response may be 
commensurately longer. 

From Bankshares’ point-of-view, autonomy of management 
at the local level is a highly persuasive and appealing en- 
Vironment for the type of manager who wants to be fully re- 
Sponsible for his own organization. However, this argument 
is loaded with implicit assumptions concerning executive moti- 
vation and performance which are not and cannot be answered 
here. On the other hand, several points regarding Bankshares ™ 
implementation of this concept are Significant: (1) six orig- 
inal affiliates were represented on Bankshares’ board of 
Seeectors, (2) new affiliates were not necessarily repre= 
sented; however (3) a committee of presidents was planned for 


establishment of certain policies. 


Ve 


This pattern of action establishes the "character, som 
moeal autonomy in the Bankshares Organizationg part culanmey 
mom those initial affiliate officers who are also members of 
the holding company board. In this ce Ene" Concepmre + 
local autonomy for these affiliates is preserved so long as 
fee Original actors" are serving in their vespec rive melocs 

However, control” of successor generations vOLsanae) eee 
management probably may be more simply accomplished than in the 
case of the “original actors". New presidents and directors 
Will come from within an already established organization. Con- 
feamenciy, the successor generations of management will) tend 
to be more "organization oriented" rather than "unit bank 
Oriented," as were their predecessors. And, as a result of 

1 


this, differences in control between the two forms will tend 


to Narrow, but not disappear over time. 
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Local Level. Clearly, it is difficult to draw generalizations 
regarding the time one form or the other provides local Wevel 
Management to devote to operations versus policy. The amount 

of time management can devote to business development and cus- 
tomer service at the local level in both forms seemingly de- 
pends on the range and depth of services from the parent organi- 
Peeion, and the type of control exercised by the parent. VA 


holding company--for example, with a high degree of centralized 
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Heimagement control and a large Service Organization=—orobabiy 
Pea provide Management at the affiliate level with as muen 
time to devote to business development and customer service 
Pamoemerged system--for earn with a high degnee on deecu. 
feb zed control and large branches which are full service 


organizations. 
Il. MANAGEMENT SUCCESSION 


Both Bankshares and First and Merchants contended that 
their respective forms of organization improve their ability 
Eemeompete for and retain management talent and to sollve ene 
problem of management succession. Bankshares' position was 
Piaethis benefit was shared by both forms, as the Yesult on 
increased organization size. On the other hand, First and 
Merchants' position was that direct merger benefits more than 


the holding company. 


The Position of First and Merchants 

Management Succession.~° Three reasons were given by Hamee 
and Merchants why merger provided a better solution to the 
problem of management succession: (1) fewer numbers of manage- 


ment personnel are needed at the policy development and 


Hog iepandliss WC) paiiae e820) 
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Seetrating levels, (2) larger individual banking insticucione 
are in a better position to attract and hold young management 
talent, and (3) flexibility in movement of management personnel 


1s greater. 


A. Fewer Management Personnel are Required Bilam mire 
Peeged Form. First and Merchants preferred the merged fom 
because only one organization was involved in expansion. Their 
position was that fewer numbers of management personnel were 
required at the policy development and operating level, where~ 
as each holding company affiliate had a continuing need for 
management at all levels, as long as they remained individual 
banks. Consequently, an officer of First and Merchants ex- 


pressed the opinion that merger tended to make more effective 


allocation of management resources. 


B. The Merged Form has Larger Individual Institutions. 


emprreimmm r  S e ee 


First and Merchants preferred expansion by direct merger be- 
cause it resulted in larger individual banking units which 

Were= thought to be more attractive to the younger person be= 
cause of qrmseveene Opportunities, Salaries and responsibiuliveies: 
Furthermore, the experience in First and Merchants indicated 
management personnel in larger organizations typically were 
Hemeewilling to accept assignments in the less desirable Mocae 
tions because such assignments were viewed as a training ground 


Semstepping-~stone to bigger things; it was not a life-Eimmemjee 


Velev > 


The importance of this point was illustrated by the statement 
Made to an officer of First and Merchants by the Chief Officer 
of an independent bank in an outlying area: 


“How can I conceivably attract 
anybody to come here and live? As 
far as profits of the banks are con- 
cerned and because of lack of loan 
demand it is difficult to pay a 
beginning Salary to attract qeod 
young Management. And, fur eincm— 
more, what is really available 
here in the community to attract 
permanent management? There is 
nothing here, except what has 
existed back through the century. 
Young qualified and educated people 
are interested in going where they 
Can Grow and where they do met have 
a definite ceiling placed on their 
abilities. They do not want to 
come here. "ll 


mr lexibility in Movement of Management ame ccm omced 
fetes Greater. First and Merchants preferred the merged 
form because it was thought to have greater flexibility in 
Preemovement of management personnel. Transfer was a maecer 
internal to one organization in the eyes of the personnel com- 
[mmeeee, the president, and the board of directors. By way OF 


contrast, a transfer in a holding company was seen by First 


and Merchants as having the possibility of complications 


ach: Appendix (C), pp. C-6-7. in this vepinvensen a. 
are numerous implicit assumptions about the community, and 
moeuag people”, that might or might not be valid. The opimvoay 
however, is thougnt to be both honest and informed. 
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because it involved two or more separate banks, each respon- 
sible for maintaining and managing its own personnel. Con- 
sequently, it was thought that a conflict ci Vintewese becyecn 
fveecOorporate entities and two boards of directors might “ee 
sult. For this reason, an officer of First and Merchants ex- 
pressed the opinion that movement of personnel was easier in 
ie merged system, and that the holding company, as the prime 


wegeanization, could not possibly achieve this’ flexibaiicy. 


Moe Position of Bankshares 


rr rm eee 


Company and Merged See Bankshares’ management saw both 
forms gaining relative to an ateauen bank in Virginia when 
competing for and holding management talent, as the result 

of increased size. Larger organizations have the staff and 
Organization to undertake training programs to help speed one 
development of personnel entering the banking industry for 
the first time, and they have employee benefits that are 
Beer ior to those provided by small banks. However, in the 
Semeetition for young executive talent Bankshares argued that 
the holding company offered more top executive positions | 
than a comparable sized branch organization, i.e., each af- 
filiate has a president. 


acre Appendix (A), pis Aas -16e 
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eae etolding Company.?? Bankshares cited as an advantage of 

bO@em tOrms--as contrasted to an individual bank ain Virginia— 
pie Lact that they both provide a solution to the problem of 
Management succession. In fact, three of the banks which joined 
Bankshares had a management succession problem, as was said of 
Meee OL the other banks that approached sonkonseee On aa un= 
solicited basis. Each of the three banks was supplied a 


new president from within the system. 


Discussion 

The only point made in the literature is that larger 
banks typically are superior to smaller banks in attracting 
and keeping management talent: "As is true of any of the larger 
enterprises, there are more and varied opportunities for able 
individuals interested in banking as a career with a group of 
banks, than within a single a Larger institutions have 
higher salaries, more extensive employee benefits, training 
and educational programs, as added incentives for employment. 
fitters the literature supports the position that these benermtrs 


Beewattributed to increased size rather than to the type of 


organization. 


*3tpid., p. A-16. 


14 ;ogenson, op.cit.,; p. 143, 
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Employee Benefits. In Virginia where holding companies 
and merged systems are actively competing in major markets 
throughout the state, neither appears to have an advantage in 
mse area. Table VII-I shows that employee progiams jarceqam. 


erally shared by holding companies and merged systems alike. 


TABLES ViLi=i 


EMPLOYEE BENEFITS AND PROGRAMS COMMON TO ONE OR MORE 
OF THE MERGED SYSTEMS AND HOLDING COMPANIES 
OPERATING IN VIRGINIA 


--~ Retirement Plan 

~~ Group Life Insurance Plan 

-- Hospitalization and Major Medical Plan 
-- Profit Sharing Plan (officers and staff) 
-- Employee Training Programs 

wo Personnel Deparement 

-- Centralized Recruitment 

-- Employee Education Programs 


NOTE: Data from 1962-1966 Annual Reports of: (1) First 
Virginia Corporation, (2) First and Merchants National Bank, 
(3) Virginia Commonwealth Bankshares, (4) Virginia National 
Beaaiep and (5) United Virginia Bankshares. 


There is one aspect of employee benefits, however, where 
mers clear that there may be a difference between Ehe two 
mens. Atter a merger, the corporate benefit plan automatically 
extends to the new employees. But after a holding company 


Mequisition it is not required that the benefit plan vtemern— 
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group cover the new affiliate. Consequently, it may be that 
memmore and more banks are added by diréct ~menger, there ace 
mcreasing and sometimesvery difficult problems mim merging 
existing benefit plans. It appears, therefore, that the hold- 
ing company does not face comparable difficulties. This con- 
clusion is supported by the results of one study that found 
uniform plans and fringe benefits in only one-half of the 


holding companies surveyed. 
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fem@eeor Personnel Argument. First and Merghants" argument 
eEaat greater Plileeibilicy in movement of personnel is a benefit 
of the merged form iS probably valid. First, it is clear that 
the question of moving management personnel 1S internal to 

the merged organization. By the way of contrast, changes in 
Hemcing company management involve different corporate organi] 
meetons. On this point, the chief officer of the ltead bank 

of a Virginia holding company, which also has some branches, 
suggested that it makes a great deal of difference if he is 
dealing with one of his branch managers or the president of 

Pama etiijiate. The latter situation, he said, involves a 
greater Pe sk of administrative conflict since a matter such 


——— 


See iienee Bank Holding Companies; ,0p.Cit.,) Sp-mc sues 
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aS movement of a key manager in an affiliate required "selling", 
whereas in a branch the change could be "directed". 
Organizations of both forms which have centralized re- 
cruiting and which have vain and benefit plans achieve 
flexibility in movement of personnel, particularly where aaen 
activities are specifically aimed at solving the problem of 
management succession. For instance, Bankshares quickly and 
without difficulty provided top management from within its 
organization for three of the banks that joinea.?® Additionally, 
movement of management in a holding company has the same benefit 
First and Merchants alleged for a merged system. It is not 
necessarily a "lifetime job". It may be the stepping-stone 
to jobs of greater responsibility. However, the implication 
of "local autonomy" in the holding company form seemingly 
gives greater supposition to remaining in one location because 
it appears to contain hypotheses regarding motivation, the 
importance of the community, and the interests a bank officer 
meee an being part of a community. 
On balance, it is difficult to generalize on the issue 
of flexibility in movement of personnel. However, control oi 
personnel seemingly is easier in the merged form because it 
[memmere difficult to "direct" changes in the holding company. 


re Peeendix (A) ps A-26. 
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Folmoie sane Merchants Fewer Persomle iia iin be ameeema ar 
ae Menrenants . position that the merged conn sneetiacc ato a 
memconne] at the policy development and ‘operatimyplevel is 
probably valid for several eee First, in those areas 
where a merged system can integrate operations and a holding 
company cannot, there may be savings of both management and 
Staff through the consolidation of these functions. Second, 
fllerged system clearly requires fewer directors) Simeemiamas 
ing company affiliates continue to require legal boards in 
each of their separate banks. And third, lesser management 
skills may be needed to fill the top position in a branch 
when contrasted to a comparably sized and functioning holding 
company affiliate. 

The first two reasons why a merged system requires fewer 
personnel need no amplification, as the potential savings are 
clear in each case. The third reason, however, requires 
Drief comment. Here, the past chief officer of both a hold- 
ing company and a large bank in Virginia argued that the 
Poemintres required of an affiliate president are more exten-— 
Piemcehan for a branch manager. The affiliate president Mage 
Pemgeal with his board of directors as well as the communi, 
mecmene reputation of the bank depends, to a great extent, yon 
Ieee performance. By the way of contrast, it was Chis offirecres 
experience that a branch manager benefits from the "marketing 


fiage and reputation" of the home office. Therefore, tle 
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meanch manager does not have the same complexity of adminis— 
jeetive and marketing problems as the affiliate president. 

And if this argument is valid, then a merged system can operate 
comparable sized offices with a lower order of managerial 
owes. Consequently, it may be easier to fill the manage— 
Meme needs of a merged system than a holding company- 

On the other hand, both forms--when compared to a unit 
bank--can save on officers and employees where they can staff 
for limited banking services in branches throughout their 
Systems. Only deposit facilities may be needed in locations 
which would otherwise not generate enough business to support 
even the smallest unit bank. 

"Advocates of branch banking 
Maintain that because of the ability 
to centralize some functions, and 
because it 1s unnecessary to erect 
expensive buildings for each office, 
a branch system can provide full 
banking services in areas which could 
not support even a small unit bank 
Citering itimwted services. a 

Additionally, several other forces come into play in 
the efficient use of personnel by both types of systems when 
compared to a unit bank. First, the experiences of the organi- 


Zations studied suggest that there may be a tendency for ex- 


panding systems to upgrade and broaden the scope of services 


eaneder ail Reserve Bank of Richmond, loc.cit., Monthly 
Review, July 1963. 
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in a new marketing area. Thus, expansion of services may 


more than offset any savings in numbers of personnel which 
May otherwise benefit the organization in aggregate. Also, 
this study has shown that acquisition does not necessarily 
result in a reduction of personnel, 1. e., corporate policy 
may dictate that any excess personnel be retained, and that 


attrition reduce the staff over the long run.” 


III. OPERATING ECONOMIES 


AS suggested by the literature, lange Banks-=Wheenes 


Bemeed Or holding company--clearly ought to be able eovach ier 


Operating economies over smaller unit banks. 79 The critical 
question, however, is: "Which of the two forms--a holding 


company or a merged system--can achieve greater operating 


economies?" On this issue, both First and Merchants and Bank- 


shares cited operating economies as an advantage of their 


respective form of organization. 


The Position of First and Mecehantowe 


First and Merchants preferred the merged form since it 


led to operating economies in areas such as (1) purchasing, 


18, 


eter, Propecia ( 6) Ga pipe Goan 


aes Chapter V,.ppiw \-oOnLU. 


Cr. Appendix (CJ); pp. C-12—-12. 


Cf. Appendix (A), Table A-II; Appendix (C), Table C=Ig- 
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(2) insurance, (3) data processing, and (4) personnel admin- 


motration. 


On the other hand, it was ehevpeste1ronme mec 


Pameemierchnants that economies in these areas Can be Ofrscee 


by the cost of new services, improved quality of existing 


services and other factors. For example, smaller banks usually 


Gam be integrated into the system with greater ease. ~ Merger 


teemea larger bank tends to involve problems Involving “tune- 


tions and personnel in the merged bank normally centralized 


in the home office. On this subject a First and Merchants 


@errcer sald: 
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"Let me say that the hoped for 
economies have not been as realistic 
as we had thought they would be, and 
we have not experienced them yet. We 
hope to in the future, but I think we 
would make a very serious mistake if 
we tried to achieve economies through 
a negative approach. 1 consrden me- 
ducing the merged staff by arbitrary 
laying-off or just saying you do not 
have a job because we eliminated your 
position to be a terrible mistake to 
make at the local scene. 


In no case have we dispensed 
with personnel services as aWmesuit on 
merger. Normal attrition has taken care 
of this problem. That has been a policy 
long before the passage of the merger 
even << 
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tine Position of Bankshares~~ 

Bankshares!’ position was that both forms share many of 
the advantages attributed to larger banking units: (1) cen- 
tralization of support functions, 1.e., to purchase supplies 
and system advertising, and (2) use of specialists for trust, 
legal, tax, accounting, data processing, and other services. 
The relative economic merits of one form as compared to the 
other were described by an officer of Bankshares in these 
terms: 


"My feeling is that selection of 
an organizational form will in time 
(Serhaps not anitially) be porimaenale, 

a matter of economics. That is to 

Say initially the selection of an organi 
zation form may be based on evalua- 
taon Of factors (1.e., legqislativs) 
then existing, but in the final 
analysis the choice will be proven 

out by economics. For example, if 

a holding company cannot operate just 
as effectively and efficiently as a 
branch system, then there is no reason 
not to make the holding company one 
merged institution (assuming this is 
feasible as it is in Virginia)." 


Bankshares thought that its experiences and the growth of hold- 
ing companies in Virginia and elsewhere suggest that the hold- 

ing company form is generally competitive with merged syStener 

Suameenot, there are other factors which tend to offset any 


ee. Apocndix (A), pp. A-O=7. 
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Sperational inefficiencies--the de novo branching advaneace 


ioe Virginia. 


brscussion 


Clearly, big banks of both forms ought to benefit from 


. . 2 5 
economies of scale over smaller unit banks: 


"Empirical studies of this issue (52) 
are subject to both conceptual and method- 
ological difficulties, (53)) bul Ghee nce 
gest that (a) there are significant econo- 
miles of scale in banking (i.e., costs per 
unit of output decline as size increases) 
as bank size increases up to $10,000,000 
in deposits and there may be some less 
significant economies beyond that size; (54) 
(b) branch banks tend to have higher total 
costs than unit banks of equal deposit 
Size (55) but differences in costs between 
branch and unit operations decrease rapidly, 
aS size increases; (56) and (e) at is deube— 

! ful that a holding company can achieve the 
same economies of operation as a branch 
Seem Coy ae 


However, the answer to the question whether a holding company 
Or a merged system can achieve greater economies of operations 
is not clear from either the literature or the experiences of 
Beiemorganizations studied. 

The merged form has one advantage over the holding com- 
Bem, but the extent of this advantage largely depends om Che 


objectives and policies of a particular Management group, not 


rer mes and Phillips, Jr., op.cit., p. 30. 
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emuniversally valid standards. Greater Operaring conomics 
are theoretically possible in a merged system because some 
operating functions cannot be combined in a holding company-- 
femecOorporate entity of each affiliate requires thet truss 
accounts, and bond and loan portfolios be separately maintained. 
Consequently it appears that a merged system has the potential 
for a somewhat greater degree of economy Chan a2 heteingsceneca.. 
assuming all things are egual: 
"Most commentators on banking 

concentration agree that the close 

integration typical of branch systems 

makes greater economies possible than 

those achieved in holding company bank- 

ing. It should be pointed out, however, 

that many of the large group systems 

make extensive use of branch offices 

in those locations where they are per- 

Meeeed x7 ewes 

However, within the constraints of the assumption that 

if the organizations studied are comparable in all other areas 
PeeeeLing profitability, then the data in Table Vil-=i eug jae 
m@eemine question of "efficiency--type Of Corporate organza. 
Ewom: iS a matter of “six of one and a half dozen of the cther 
in Virginia, when measured by two broad indicators of operating 
mmermetency: (1) earnings on deposits, and (2) Garnings om 


feeical.-! 


Lamb, ojguenken ies 226 a7 - 


a. Statistical test comparing: (1) the avevagemor man. 
five year earnings to deposits ratios shows a t value of .10, 
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RATIOS: NET OPERATING EARNINGS TO TOTAL DEPOSITS AND NET 
OPERATING EARNINGS TO CAPITAL FOR FIRST AND MERCHANTS 
AND BANKSHARES, 1962-1966 


Bankshares First and Merchants 

Year Earnings/ Earnings/ Earnings/ Earnings/ 

Deposits Capital: Deposits Capital 
62 89 2.8 oe Oz 
1963 8 8 Oe ot 9.4 
1964 98 eZ eG eo 10.4 
1965 97 EZ cae 222 dl dee 
1916 6 1203 eS le eleO) 2G 
5 year avg. 2950) 11.42 ae Or 6 


NOTE: Data from Appendix (A), Table A-III, Appendix 
(ee Table C-III. 


The resolution of the "“efficiency-~type Of Col be, ae- 
organization" question boils down to a choice between a posi- 
tion that: (1) the merged form is more efficient because of 
closer integration in areas such as trust, loan and investment 


Bemerolios, or (2) there is no significant difference between 





mate) the average of the five year earnings to Capital ratios 
emevws at value of .68. With 8 degrees of freedom, a t value 
Bembarge as 2.306 would occur by chance afone with a proba= 
ineitty Of .95 when the samples are from the same distribution, 
fmese data, therefore, do not support an hypothesis that the 
samples are from different populations. 
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the forms as suggested by the profitability experiences of 
maicworganizations studied. The better choice 15 the first 
conclusion because the validity of the quantitative com- 
parison is severely limited by its constraining assumptions, 
small sample size and the short period of measurement.7° 

The relative efficiency of the two forms, however, also 
depends on the objectives and policies of the individual manage- 
ment group. Clearly, decisions made by management on the ex- 
meme Of centralization or decentralization will affect imte— 
G@ration at all levels of the organization. This suggested re- 
lationship can be visualized as follows: 

A. Assuming the merged system as a form of organiza- 
tion iS more efficient than a holding company--because of 
closer integration of operations--it will be to the right of 


a holding company aS measured by points M and H on an efficiency 


scale. 


Holding Company 


ieee 


M Mergea eyceen 
’ 
! 
, 


ea Oo 
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a tn measuring differences in operating economies between 
the two forms there would be problems similar to those en- 
countered in measuring economies of scale between large and 
S@eli Organizations. Many factors apart from the type Of Oxgana 
maroon Could contribute to differences in profitability. Cons 
sequently, valid research results require answers to questions 





Vit 310 


Bo But, assuming Ehere 1s 4 range vol er tcreve tena. 
eeeending On the objectives ance policies of @aparencnl ae 
management--then integration of operations are likely to vary 
#rom bank to bank and there could be any number of points on 
the efficiency scale where both forms are the same, as re- 


presented by the shaded area. 


M, 





M Merged System 


4 
4 
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Holding Company 
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such as: (1) "What is efficiency in commercial banking?", (2) 
"How 18 efficiency measured?", (3) “How can the holding com- 
pany and merged system be reliably compared considering basic 
faeeberences in: (a) size, (b) location, (c) business mix, {a 
Organizational form, (e) legal factors, (f) management, (9) 
markets, and (h) other factors?" This study was not intended 
to and cannot resolve these questions. 





CHAPTER VIII 
THE EXPANSION DECISION: FINANCIAL CONSIDERAGONS 


This chapter deals with four financial considerations 
commonly thought to be significant by bank managements in 
their selection of a form for expansion. These include: (1) 
credit and funds meni ee (2) acquisition and controle. 
capital, (3) economic benefits to the acquired bank's share- 
holders, and (4) diversification of risk. These considera- 
tions cover a variety of unrelated financial subjects. The 
order of discussion first treats two issues considered by 
both First and Merchants and Bankshares; and second, two 


issues considered by one of the managements and not by the 


rene xr . 
I. CREDIT AND FUNDS MOBILITY 
Mobility of funds was a point cited by both Bankshares 
and First and Merchants. Bankshares position was that this 


is an advantage not peculiar to the holding company vis-a-vis 
a merged system, but rather as contrasted to an individual | 
Seiwa Virginia. On the other hand, First and Merchants 
suggested that a merged system may have greater potential 


meena holding company in this area. 
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Mie Position Of First and Merchants 

Mobility of Funds is Greater in the Merged Form.* 
First and Merchants' management thought the merged form had 
greater potential for credit mobility because a branch in a 
high loan area could have 100 percent or even more of its 
deposits invested in loans; this was possible since a branch 
was constrained oniy by the limits placed on the system as a 
whole. By the way of contrast, a holding company competitor 
in the area, in theory, could place the same amount of loans 
with the participation of other affiliated banks. However, 
mimorneiccr of Firs: and Merchants argued that participation 


among several banks did not work too well in practice. 
: Participation must go through 
the separate boards of directors of a 
holding company, and ecach may nee sear 
the same way. The extension of credit 
is personal judgment--it is not an 
exact science by any manner of means. 
While the holding company could say what 
will be “done in a cértaln Ssauuacion el 
board of directors of an affiliate is 
Still required by law to exercise ina 
dependent judgment, or be subject to 
fe calc eon. 2 


The Position of Bankshares 
a 3 
- Credit and Funds Mobility are Comparable in Both Forms. 


Bankshares' position was that holding companies, like merged 


ore Poe mic sac ie Oma Gl. 


erbid. 


sce. Mouoete bb ema) 5 feleie ects ls). 
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eyetems, have the capability of pooling lending Tesourncees 

among abiiliates to serve the growing) credit recmie mem: ome 
memstry. For example, to, facilitate the flow Of@runde sraceucl. 
out its system, Bankshares developed a loan participation pro- 
eeause and encouraged its banks to pre-clear large Voans tar 
feecaed tO be shared throughout the system. It was an osinion 

of an officer of Bankshares that the use of: (1) rapid com- 
Mime ation devices, (2) central credit files, (3) charge Cards, 
plus (4) the efficient use of data processing equipment, will 
ultimately remove any advantages branch systems now enjoy in 


the area of credit mobility. 


Discussion 

"Outset loan" participation arrangements were a limit- 
ing Facieere on holding company credit mobility until eliminated 
by an amendment to the Bank Holding Company Act in noses Now 
the literature suggests that there are no significant restric- 
tions on the purchase of loan paper or on loan participation 
between subsidiaries of holding companies. Consequently, 


Gieeeerences in funds mobility between the holding company and 


merged form have narrowed, but not disappeared. 


tan “outset loan” involves participation agreement yemeng 
the affiliates prior to the placement of the loan. 


eee Ope Le. pe menle 
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thew hole of Directors simflvences  Wumcs 116] ema: te 
m@eoractical matter the question of mobility of funds is 
Beeecctly related to the role of the dixectors in am ongani— 
Maeron. Because of this it 1s argued--in this study-—that 

the holding company typically does not enjoy the same funds 
mobility as the merged form. 

In a merged system there 1s only one board of directors, 
but in a holding company there may be many boards. In moving 
mies Within a holding company the individual affiliate direc] 
tors have legal responsibilities and liabilities not mitigated 
in any sense by a standard participation agreement, or the 
lending policy of the holding company. These responsibilities 
paceeetabi1lities particularly apply where the affiliates are 
less than 100 percent owned, for here the directors are re- 
quired to protect the rights of the minority in the same way 
Mice tney protect the rights of the holding company stockholdenx. 
Because of this, affiliate directors may have conflicting in- 
terests on matters relating to funds mobility which could, 

Prone ad practical standpoint, constrain funds movement through= 
out a holding company system. For instance, under conditions | 
Smm@emedit rationing, affiliate directors might face the problem 
of satisfying the loan demand in their local service area as 
opposed to participating in loans of other prime customers in 
the eyes of the holding company. But, this question of 


Separate directors is "theoretical" in the sense that it would 


Va es 


moetnve tikely Co generate a problem an, Say, Nine Cult Jor tem 
merking days. However, it would not be “theoretical! when 
meet t tt came up on the tenth ee because thaw ies when ae 
would be least welcome by management. 

through 1966, however, Enere appears EO beuneme ciate 
cant difference in funds mobility for the systems studied. 
The data in Figure VIII-1 suggest that the expansion of loans, 
Ieioired aS a percentage of deposits, between Bankstancomana 
First and Merchants was comparable, assuming, of course, 
equally able loan officers in each organization, and equally 


good lending opportunities in each banking community. 
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COMPARISON OF FIRST AND MERCHANTS AND BANKSHARES LOAN TO 
DEPOSIT RATIO: 91962-1966 )G8ROM APPENDIDG sy 
TABLE A-LIT+ AND APPENDIX C, TABEE Clit 
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Mobility of funds within a branch structure will depend on 

the types of location branches serve; there are some locations 
where deposits will clearly exceed loan demand, a wealthy 

urban community; there are are some locations where loan demand 
will exceed deposits, a business community; and there are some 
locations where loans and deposits about balance. Consequently, 
fois Aifficult to generalize on the subject of comparative 
funds mobility between not only holding companies and merged 
systems, but also among individual nomen companies and 
individual merged systems. Therefore, a relevant question for 
bank management appears to be: "Which type of Organization uses 
the different types of banking location to best advantage?" 

For instance, does one form of expansion do better in high loan 
locations, where the customers are firms with multi-plant or 


@mree locations elsewhere in the state? 
II. RAISING AND USING CAPITAL 


Both First and Merchants and Bankshares cited "fi- 
nancial flexibility" as an advantage of their respective forms. 
However, Bankshares use of the term was different from First 
and Merchants in that: (1) it was broader in scope because it 
Semeermned both raising and allocating capital, and (2) it was 
item nearly consistent with the concept of “financial flexi, 


merty in the literature. The following discussion explores 
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mgespossibility that both Bankshares and Hirst and Merchants: 
managements have equally valid points-of-view, depending on 


the respective definition of the term. 


Midge POSition Of First and Merchants 


To First and Merchants Financial Flexibility Meant 


pms rege i ee 


eer Om rm me 


faimes Management preferred the merged fom because mite. 
sulted in greater financial flexibility in the sense that 

one capital account was easier to control in a merged system: 
"It's much more easily controlled and manipulated than if it 
were in many independent units." Also, it was the position 

of First and Merchants that a local bank name was an advantage 
when selling equity or debt in the market area of the bank. 
This advantage was explained by a First and Merchants officer 
cemrOlLlows: 


"To buy First and Merchanes 
National Bank stock theme ismacecepea— 
Pmipty Gr the equity sail Cepia. 
struments at the local community 
and this would be much greater eEnan 
it would be for a holding company 
that does not identify to any bank. 
Teday there is a problen oe seme 
bankers Say, in the identitvearien 
of a holding company with a dank 
in the community, i.e., people in 
Ene COMMUNLEY tend torger maxed 


Gmmeappendix (C), pp. C-9-i1. 
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up. However, this does not apply 
to a sophisticated investor, but 


to the man on the street, it ooo 


mae PoSition of Bankshares 


To Bankshares Financial Flexibility Meant More Ways to 


I 


Raise Gapital,. Bankshares' management preferred the holding 
Semeany form because it had more flexibility in raising Cabital 
Two reasons were cited for this: (1) financing could be done 
either at the level of the affiliated banks or at the holding 
company level, and (2) financing could be done in more ways 
and with more ease than in a merged system. Also, use of 
leverage and raising capital at lower cost and with greater 
ease were said to be important benefits resulting from fi- 
nancing at the holding company level: 


PUNE pOCENti alee here sie lcHien¢ 
company is to maximize leverage, 
Mes al el CLD ee eale ole In NG] Oe © ei cliec) tac eles 
exuent Eman Enrougm a wank. Bem eer 
all the examiners who examine banks 
are going to be more restrictive on 
how much debt they are going to allow 
a bank to issue. They would not have 
the same concern about a holding 
company since we do not have any 
@epositors. lt is a diizenentariiag 
Meawe go under. Lf we fail ieee 
nothing to do with the banks. We 
are just the stockholder. The stock- 
neolder cam go broxe, but) them mca. 
Siete) 1, Ope baton... 


‘Ipid., p. C-10. 


em Appendix (A), pp. A-7-%. 
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We could issue short-term debt 
at a rate we wanted and that the 
market would permit. If a bank 
Enea t© GO whe Soames eme na ee ee 
would probably be a limitation on 
the rate. If the debt instrument 
waS construed as a deposit by the 
Federal Reserve Board then it would 
be subject to reserve requirements 
ana to the rate liamatatrons toe 
Regulation 0. Wedon i) think earn, 
holding company yet has maximized 
the possibilities. But every now 
and then you see where somebody 
hoomuced one. 


A recent example of the greater "financial flexibility" 
of the holding company involved State-~-Planters. In this case 
the bank could not obtain property needed for a new building 
and still provide the property owner with a tax-free trans- 
action because the bank could not issue stock, except under 
MeOck Options, in a cash sale or in a merger. However, the 
Holaing company could obtain the property on a tax-free basis 


meee nchanging its stock for the land. 


Discussion 

Argument. There appear to be some essential differences 
between the forms in control of the capital account that may 
be important to management. Seemingly these differences are 


complicating circumstances in the case of the holding company. 


ead 
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FOr instance, in a merged system the transfer of capital funds 
meeanternal to one corporation, while in a holding eompany 
Meme than one corporation is involved. In the latter case, 
problems may arise involving minority interest and the respon- 
Seoilities of directors on such issues as: (1) dividend polic,, 
(2) rates on up and down stream loan peae or (3) alloGatienmes 
Seees tO affiliates for holding company services. Further— 
more, in the merged system there is one accounting system 
emdmone set of financial statements, while in the helding econ, 
pany each affiliate has its own statements and each affiliate 
may have its own accounting system. Consequently, the operating 
Pmeeles Of Individual holding company Aci ieee a matter 
Smmpuolic record for shareholders and investors, while in the 
merged system branch profitability is an internal matter. Put 
Peeemner, these differences suggest that Management in eke 
merged system probably does have more direct control over the 
Weemwer Capital. It is a Matter internal Co ene cerpermaerea 


a single group of management, and one body of stockholders. 


sa cm a me 
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“Section 23A of the amended Federal Reserve Act per- 
fers loans between affiliates--both bank affiliates and hold] 
meenwcompany subsidiaries--with restrictions that the total 
amount to one affiliate shall not exceed 10 percent of the 
Mmemading affiliate’s capital and surplus, or that the total 
emount to all affiliates shall not exceed 20 nercent of tne 
lending affiliate's capital and surplus. 


aba ale. 


Presumably the question of "bank name" re selling a bank's 

stock contains assumptions about the motivations of buyers 

of stock and suppliers of capital. Clearly, there are different 
kinds of buyers with different motivations and objectives in 

the capital markets. Consequently, most arguments as to whether 
Meee Danks, holding companies or merged systems Can raise 
Capital most easily are meaningless in the sense that they 

omit considerations of the basic fact: "Who, what, and where 

is the market for different kinds of securities?" Each situa- 


miom-—-in essence--"turns" on these considerations. 


Bankshares" Flexibility in Raising Cabicaleangumemes 
If flexibility in raising capital 1S a Significant advantage 
for the holding company, then it should result in some de- 
Pie cive economic benefit. This might be a lower cost of 
capital or improved access to the capital markets, since 
these considerations influence profitability and growth. Con- 
Beeeently, the critical question is: "Are the benefits to one 
form significantly greater than to the other?" 

“While both forms can use equity and debt financing, 
there are fewer constraints in the use of debt financing in 
the holding company. Therefore, the holding company appears 
Eeeiave greater potential in the area of financial leverage- 
est, as suggested by Bankshares, the holding company may be 


mille to use more debt than a bank because the regulatory 


agencies are not concerned by depositor protection at the 
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holding company level. For instance, use of the short-term 
Peemissory notes by banks--authorized by the Comptroller joe 
mines Currency (Saxon) in 1963--was virtually terminated by the 
fact that the Board of Governors of the Federal Reserve 
System classified them as deposits. This made short-term 


notes subject to the reserve and interest ceiling rate re- 


ine 


quirements of the Fed. On the other hand, holding companies 


have no such constraint. 
Second, there are limitations on the use of capital 
debentures or notes specified for national banks by the Comp- 


troller wnich do not apply to holding companies. 


the principal amount of 
Capital debentures outstanding at 
any time, when added to all other 
outstanding indebtness of the bank, 
except those forms of indebtness 
exempt from the provisions of 12 
U.S.C. 82, shall not exceedrman 
amount equal to 100 percent of ine 
bank's unimpaired paid-in capital 
stock plus 50 percent of the amount 
of its Unimpaired surplus fund. "12 


Moreover, the non-banking nature of a holding company may re- 
eee a more liberal attitude on the part of its management 
meera the use of debt. This possibility 1s suggested by the 


tl George We Mickammey 7am, Cpe u eer Di 9 Sr 
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comment of a Bankshares officer that the holding eaNoae cou la 
ego under” and the individual banks would not be diEeceeds 
at least directly. These differences suggest that holding 
company management could justify the use of more extensive 
debt in order to maximize leverage. And, under such conditions 
the holding company form might experience a lower long run 
cost of pense, = 
However, from the point-of-view of the merged form it 
womeegued--in this study--that a lower cost of Capital may be 
more a function of the size of an organization than the type 
Seman Organization. In support of this position one study 
fgemnd that WES eunOla ins companies were able to sell their 
stock at rates often competitive with the largest independent 
banks in an ace This finding implies comparable capital 
costs for large organizations of both forms, rather than an 
Bevattage to either. Furthermore, assuming all other factors 


peepee aing the cost of capital are comparable, the data an 


timex -t suggest there is no Significant difference im Virqamig 


I30nis assumption is based on the "traditional" view- 
point in finance that a firm's cost of capital can be lowered 
by the use of a judicious amount of debt. 

echo! Bank Holding Companies, Gp.cit., po. sl2422-s 
The study also found that: (1) small holding companies appar- 
ently had little advantage in lowering capital costs since 
@eailiates usually raise their own capital, but (2) a small 


bank in a large system could get additional capital at con- 
siderable savings. 
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between three holding companies using debt and two merged 
Eyeecems not using debt, during tne years WYSE. °° The 
Beleang CcCOMpanies, as of December 31, 1966, had debt to 
Eqmrty ratios ranging from a low of 24.9 to a high of 43°20 
percent; debt was financed at rates ranging from 4 3/4 to 


A 7/8 percent. 
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COST OF CAPITAL COMPARISON OF THREE HOLDING COMPANIES AND 
mG MERGED SYSTEMS IN VIRGINIA FOR THE YEARS 1965-1966 


Three Holding Companies Two Merged Systems 
Year Weighted Cost of Equity and Debt Cost Of Bounce, 
boG 5 6.2% 6.3% 
1966 7.4% 8.1% 
2 year average 6.8% I: 


NOTE: The cost of equity capital is approximarcedsy 
Meemwearnings price ratio; the cost of long term debt is ap- 
proximated by the rate on outstanding debt. 


Data from J. C. Wheat and Company, Riehmend, Vier 
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Weeginia Corporation, Virginia Commonwealth Corporation, Vin- 
ginia National Bank and United Virginia Bankshares. 


But, to the extent the three holding companies have 


been able to use 4 3/4 to 4 7/8 percent debt financing in ene 


>Comparison of the average cost of Capital 1mdicauee 
emeevalue of .37. With 2 degrees of freedom, a Esvaluceae 
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place of higher cost equity, and recognizing that interest on 
debt is a decuctable expense, then they may have gained some 
economic benefit which is not reflected in the admittedly 
meng approximation of cost of capital Shown in Table Viti-i. 
The cost of capital issue narrows down to a choice 
between a conclusion that: (1) the holding company benefits 
temerthan the merged system because of its greater potential 
Memeleverage, which may result in a lower long run cost of 
Capital, or (2) there is no significant difference as suggested 
by the experiences of holding companies and merged systems in 
feeeotnta. The first of these conclusions 1s thought to be wene 
better choice because the validity of the quantitative data 
Supporting the "no difference" hypothesis is severely limited 
by the small sample size, the short time span measured and the 
limiting assumption in this admittedly rough approximation of 
Gost of capital. Consequently, a clear resolution of the 
"economic" consequences of this issue can come only from 
future empirical research, and only after the banking indus- 
macs a whole, has adopted practices which make more errec- 


miemuse Of debt financing. 





large as 6.965 would occur by chance along with a probability 
of .95 when the samples are from the same Gistribution. These 
Gata, therefore, do not support an hypothesis that the samples 
are from different distributions. 
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TV. ~EGGNOMIC BENEFITS 20°72: SA sionpr ns 


OF THE ACQUIRED BANK 


Only Bankshares cited economic benefits for the share- 
memaers Of the acquired bank as a Significant consideration 
in selecting a form of expansion; it was identified as an ad- 


Vantage applicable to both forms. 


The Position of Bankshares 

mhere are Economic Benefits to Ehe Acoumedee mee 
Shareholders.*° Bankshares’ management thought that the 
financial terms of an acquisition were important and, in some 
cases, a decisive influence in a bank joining their holding 
company. Policy was to acguire banks on a book value basis, 
adjusted to reflect current value of assets. The economic 
benefit to the stockholders of the bank being acquired re- 
sulted from the fact that their stock, like the stock of many 
small banks in Virginia, generally sold at or below book. On 
the other hand, Bankshares stock generally sold above book 
payee times, had been as high as 200 percent of book. An 
peewee: of Bankshares illustrated this point as follows: 

"Assume you are a large holding 
company or a large bank and your 


stock is selling at a substantial price 
above book. You Can aitord srosGt er: 


10 ce, Mooem@ais (A) pp. fa lee aker 
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somebody book for book and at 
EMewsame time ive hima, 

100 percent appreciation on what 
hemwcan get. for Nis =seeck ommere 
market. One day he has stock 
certificates worth $100 and 

just by joining you in a merger or 
holdang cOMpany his wetockers 
tmmecdsately wort S20 0 ieee 

hard to gauge the influence that 
thas has, bt it is impemtan eee 
may be the real climeher. Wepeice 
talk to management about local 
autonomy, tell them how we operate, 
etc. We tell them the two or three 
requirements that you have to hammer 
en: (1) that their board 1s Wespener. 
ble for running the show, (2) that 
Bankshares as a stockholder is 
basically a service organizauionr 
(3) that we are interested in doing 
bigger and grander things and most 
importantly to earn some money for 
eur stockholders. But, who vkmevs 
really how much impact philosophy 
els veies USM te comeltetam ian 


Premiums for banks in Virginia interested in joining a 
System were thought to be less likely in the future because 
aiemepcculative interest in merger candidates has bid up gene 


stock of banks with acquisition potential. 


Discussion 
The literature clearly supports the position Enameane 
Melbeation with a holding company can result in economic benerre 


@emene acquired bank's shareholders. “Opportunity to gainga 


Steeda p., Ae? le), 
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beotitable premium through exchange of Stock with a Gqroup. 
mramomg the three most frequently Cited reason ue sjormmng 
a holding company.*° However, as pointed out by Bankshares, 
Mees Denelit is not limited exclusively te holding cenpan, 
affiliation. Direct merger also provides a premium to the 
Shareholders of the acquired bank when the. acquisition is 
made on a book to book basis and when the acquired bank's 
stock is selling at or below book. Seemingly, Ene yO weaiwens 
mquraity of the shares of big banking organizations——or 
Peraerorns--iS an important attraction in M@rgenr oreaqis tac. 
tion. Premiums received commonly are attributed to the better 
Meeketability of shares of big organizations, as Compared re 
emis Danks, than to almost any other factor. 

Table VIII-II illustrates Bankshares’ point that pre- 
miums over book were common to both forms of expansion during 


the years 1962-1966: 





SS CHer . American Banking Structure, lec cit ua. 


most frequently cited reason for affiliation is "desire of 
Major stockholders for more liquid holdings.” 
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COMPARISON: BANKSHARES AND FIRST AND MERCHANTS STOCK 
PRICE AS A PERCENT OF BOOK VALUE FOR THE YEARS 


1962-1966 
Year Bankshares First & Merchants 
1962 eo eae 
1963 190 eo 
1964 200 210 
1965 202 183 
1966 183 —C 163 


NOTE: Data from J. C. Wheat and Company, Richmond, 
[emeginia, Virginia Bank Stocks Annual Review, 1962-1966. 


Vo DIVERSIPGCATION OF SRie 


Only First and Merchants cited diversification of risk 
femme significant consideration in the selection of a form or 


expansion. 


The Position of First and Merchants 


System. 7 First and Merchants preferred the merged form 


because it provided for greater diversification of risk in 


See loan portfolio and investment account. 
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Discussion 

The literature generally holds that larger banking 
organizations of all types--unit banks, holding companies, 
and merged systems--are better able than small banks to diver- 
sify risk in their loan and investment portfolios. These 
larger organizations typically serve markets of greater size, 
peewhen these areas have different economic Characteristics. 
this diversification can work to reduce the risk in the 
ieamepOrttolio. Similarly, larger banking organizations Rave 
more funds and can gain greater diversity in their invest- 
Meme portfolios, this--theoretically at least--minimizes ene 


mae: Of any one loss. 








CHAP TER is 
tHE EXPANSION DECISION: MARKETING CONS FDERAT Eo. 


This chapter addresses itself to three marketing con- 
p@erations, thought to be significant by the managements an 
their selection of a form of expansion. These include: (1) 
Pager lines of credit, (2) marketing identity, and )(3) mew 
ana expanded services. Also, this chapter examines some 
marketing related elements of First and Merchants! and Bank- 


ieee CxXpansion strategy. 
i. LARGER LENES OF CEE Dis 


First and Merchants argued that expansion by direct 
iemger results in an increased line of credit for any one cus 
tomer, as the result of increased capital. Bankshares did 


not comment on this point. 


The Position of First and Merchants 

Larger Lines of Credit.* First and Merchants, tng oe 
could lend one customer approximately $1.5 million; nine vin 
gqum@@a banks were required to participate to lend $5.0 million, 
He@wever, after expansion of its capital as the result of 


mergers, First and Merchants could lend approximately $3.5 


lor, pment (C)e, opammea. |. 
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million in 1966; just a few large Virginia banks were needed 
for reno $5.0 million. 

im the absence of the merger law the only wayeenesoamians 
@aoital structure mould have been increased would have been 
meoughn retained earnings or the sale of additional stock. 

An officer of First and Merchants expressed the Opi NiO emai 
Capital funds definitely would have been much less had not 
mergers taken place. Also, he said First and Merchants was 
still not the size desired when measured by either capital 


Or deposits. 


Discussion 

The following paragraphs focus on two points. First, 
larger lines of credit are important in other ways not dis- 
cussed by First and Merchants. eeconcl larger lines of credit 
are common to both forms as a function of increased organiza- 
tion size, independent of the form of corporate organization. 

The larger lines of credit argument is applicable to 
only a small percentage of a bank!s business, say 1-5 percent 
of the number of borrowers in any given market area. But, 
these few borrowers are of much greater importance with re- 
mema to the total volume of loans. Furthermore the size of 
Eiewcredit line is an important defensive shield in keéping 
other large banks from acquiring business in the "home area" 


| banking community. And, at the same time it provides a bank 
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with an opportunity to operate in a larger market. These con- 
Siderations were clearly recognized by bankers in Virginia as 
feeiseliication and need for larger banking units an 1961) 

and were important in bringing about liberalized branching 
Heqmslation in 1962. 


"Virginia is surrounded by banks 
in North Carolina, Maryland and the 
District of Columbia with greater lend- 
imc eabidaty than any Of othe | ims 
banks. : 
Consequently, the finaneiticg wren 
big commercial and industrial projects 
in Virginia is being supplied by out- 
of-state banks with increasing frequency. 
These big loans are profitable business 
for the banks and they create deposits... 


Beyond doubt, Virginia bankers Say, 

this state is losing banking business to 

North Carolina. A recent example was the 

H. K. Porter Co., whose $27650H000 electnieam 
! transformer plant at Lynchburg was financed 

by a North Carolina bank and whose Disston 

Saw Division ir Danville, which cost 

= 500,000 to $2,000,000) Woemel = oer 

nanced in North Carolina. 


No single Virginia bank could 
have made those loans, but either 
of two banks in North Carolina could. 


The implications found in North 
Carolina financing Of Virginia commerce 
and industry are important. If the 
borrower establishes banking connections 
in North Carolina, it perhaps becomes 
plausible for him to build his next 
plant or expansion in North Carolina 
instead of Virginia."2 


A larger line of credit is common to both forms .oLse| 


pansion; it is primarily a function of increased organization 


nerd Times Dispatch, July 2, 196i. 
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mete, regardless of the corporate form: ~Thivs pesieromerc 
consistent with the literature and the experiences of the 
Seganizations studied. For instance, Figure Ix—l (compares 
the capital of First and Merchants with Bankshares for the 
years 1962-1966; at the same time it compares First and Mer- 
Mees tO State-Planters, the Single largest basin sean. 


shares. 


MILLIONS MILLIONS 


70 
[ ] BANKSHARES 


60 FZ] FIRST AND MERCHANTS 
50 4 OTHER 

\f AFFILIATES 
40 : 


30 


OTHER 
AFFILIATES 


; SS St sate 
STATE 
PLANTERS , . PLANTERS 


LOLOL LP 





1962 1966 


FIGURE IX-1 
COMPARISON OF CAPITAL FOR FIRST AND MERCHANTS, BANKSHARES, AND 


STATE-PLANTERS FOR THE YEARS 1962 AND 1966 (FROM APPENDIX (A), 
TABLE A-III; AND APPENDIX (C), TABLE C-IIT) 


ieee single bank lending limit of State-Planters 1s Used ae 
the measure of Bankshares credit line, then First and Merchants 


fmemtarger in 1962 and 1966. However, if First and Mecrenanr. 
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is compared to Bankshares on a system basis, then Bankshares 
has the larger credit line. In this case a "system to system" 
comparison is the more meaningful representation of the lend- 


ing power of the two forms: 


"In effect, the combined capital 
accounts of the banks within a group 
system permit any local member institu- 
tion to accommodate the financing re- 
quirements of the larger customers. 

While similar arrangements exist 
between independent unit banks through 
correspondents, the closeness of 
these relationships varies so much as 
tO @amat the application Of  Ehicweomn 
Gf lending. In these group Ssystam-s 
whose banking operations are supple- 
mented by branch cffices the fe 7 go: 
funds between areas 1S promoted even 
further by virtue of the branch form 
CneOrgantzatl Onn 


TI. MARKETING IDENTITY 


Both managements considered the question of marketing 
identity, each alleging certain advantages and disadvantages 


of a "system image" versus a "local image". 


ieemrosition of First and Merchants 


ane SSS ee, a mee ee ee re eee nal — 


Loss of the Merged Bank's Ajainena First and Merchants made 





several points concerning the influence of the merged bank's 


3h,amb, Ogee. ,mp- 252% 


‘ce. Appendix (C), pp. C-14-15. 
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meme tO: (1) management, (2) stockholders, and (3) ‘eus— 
tomers. 

In some cases management of the bank to be merged 
meeteea a great deal of emphasis on its “local identity = 
peeearst and Merchants officer stated: 


Yee. Lt 1S SUrprising ter 


important an existing bank's name 

can be to the bank's management. 

In many instances bank management 

just does not want the name to 

disappear, and under the holding 

company route the name can be con- 

ime "2 
In other cases, First and Merchants' management believed that 
the surviving bank's name was more important to the acauired 
bank's stockholders. For instance, if a bank were merged 
into First and Merchants, the local stockholders would receive 
First and Merchants stock, 1.e., shares in a local bank as 
opposed to a holding company, which may be located in some 
other area. Here First and Merchants' management believed 
the stockholder's tie to a local bank was stronger and pro- 
vided just as much local identity in a merged system as does 
the retention of the name for a bank which joins a holding 
company. 

First and Merchants' management believed customers 

acceptance of its name was excellent in the local community. 


ied), p. Cc-14. 


~ 
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A survey made in the Tidewater area indicated that 80 percent 
of the old depositors, who had for years been doing business 
with the acquired bank, associated with the First and Merchants 


meme 24 months after merger. 


me POSition of Sen lolerce 

Stances. Bankshares' position was that marketing identity 
works both for and against the holding company. A Bankshares 
officer said that it was an advantage in local markets where 
the banking relationship tended to be highly personal and the 
customer had a banking association of a longstanding nature. 
Somene Other hand, the single corporate image of a merged 
SBystem--or a holding company using a standard affiliate idenei— 
fication, i.e., Marine Midland--tended to be a more important 
Marketing characteristic in areas where the urban customer 
wieiemattracted to a large branch system for the uniformity oF 
services he received. Here an account was good in any branch 
in the market area, while in a holding company each affiliate 
was a separate bank. However, Bankshares management believed. 
Eie@t problems stemming from the separate identity of holding 
company affiliates could to a degree be offset by having wire 
service verification and a corporate symbol for use by each 
Maemizvate. Bankshares took both cf these steps. 


om Appendix (A), pp. A-22-23. 





Discussion 

A strong argument is made in the literature supporting 
holding companies since this form permits the retention of 
local identity of an affiliate. However, from a marketing 
point-of-view it seems impossible to generalize about the value 
of a bank's name. The value varies with the individual cir- 
Sumstances. 

The value of a "local" bank name versus a "system" name 
depends on considerations such as the areas being served and 
the types of customers in these areas. For instance, as 
Bankshares eee in smaller communities or rural areas where 
population turnover is low and business and banking associations 
maewot d long standing and personal nature, the name Of ene 
“local bank" may be best for customer relations. On the other 
hand, a “system name" may be a more valuable marketing asset 
in the larger urban communities or metropolitan centers where 
Beeulation mobility is high and banking services are more 


likely to be chosen on the basis of convenience and uniformity.’ 


Tn the case of Bankshares they started operations with- 
Memos ystem identification at the local level, but in 1968 
announced that affiliates would assume a common identification 
mamearly 1969. As quoted from a Bankshares press release, 
"J. Harvie Wilkinson, Jr., President of United Virginia Bank- 
Smares Incorporated, announced today that after lengthy study 
p@eeconsultation with the firm of Lippincekt & Margulies on 
New York City as well as consumer representatives in several 
of the United Virginia Bankshares cities that all member banks 
of United Virginia Bankshares will adopt a program of common 
identification in early 1969. In commenting on this move before 


tx 


It 1s also apparent that management can weigh the 
importance of identity in terms of the customer's banking 
mmeernatives. For example, “local identity” ts vorelieeie 
consequence 1f there is no other banking alternative in the 
community. In such a situation the bank's name could be 
dropped as the result of a merger with no fear of customer 


and depositor switching. 





a conference of bank directors from each of the member banks, 
Mr. Wilkinson referred to the move as a forward step dictated 
by two geo-economic factors. He referred to the increasing 
mobility of our population in which 20% of our people change 
locations each year and in Virginia 90% of those changing 
locations make their changes to other locations in the state. 
Wilkinson also called attention to the economic necessity of 
taking full advantage of overlapping communications and pro- 
motional media, a practice which can be substantially augmented 
Oyen t form identification. 


'The first step in this program was naming the corpora 
meen Ss “Eage Act” subsidiary United Virginia Bank International 
followed by giving the name United Virginia BankAmericard to 
the credit card offered by UVB members. Subsequent plans call 
for a newly designed common logo and for each member bank to 
be known as "United Virginia Bank" in its respective community 
and branch trading areas. In order to achieve the continuing 
Jocal identification presently considered such a valuable part 
of the holding company concept, an identifying separatism will 
be achieved by the addition of a localizing suffix. Plans when 
successfully concludea will result in member banks in United 
Virginia Eankshares operating under new names as follows: In 
Peeemona — United Virginia Bank/State Planters; In Norfolk = 
Meee Virginia Bbank/Seaboard National... 


Concluding his announcement of the identificatien program 
Wilkinson said, 'All of our members eagerly look forward to the 
execution of this new program. While in many instances our mem- 
bers have achieved success over a period of more than one hundred 
Wears with their previous old and respected names, our changang 
times demand changing images and we believe that nowhere is the 
demand for change today more noticeable and urgent than in the 
banking business.' " 


~ 
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becal EGentity and the Stockholder 75h iea meade (um. 
chants management has a valid argument that merger provides 
Sii@eal identity’ for a bank's shareholders. In eiags case 
their stock carries the name of their bank, whereas a holding 
Company shareholder does not hold stock in the name of any 
Penk. This cae however, does not seem as significant 
as the importance of a bank's name with regard to different 
markets and customers. Any benefit is limited by the relatively 
small number of shareholders compared to total customers-~-in 
the case of First and Merchants approximately 5,300 share- 


nemkaersS in 1966. 
eer SERVICES 


New and expanded services waS a point cited by both 
First and Merchants and Bankshares. First and Merchants sug- 
gested that a merged system may have greater potential in this 
area, whereas Bankshares cited expanded services as an advan- 
Megemnot exclusive to either form, but rather as contracted 


to the relatively small unit bank in Virginia. 


PiemrPosition of First and Merchants 
Community eon First and Merchants preferred ex- 
pansion by direct merger because greater community services 


SCE. ne pe me ax aCE ) i pee 1e2 5 
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were thought to be provided through this form of expansion. 
Prt of the services and facilities of a merged system were 
eEwatlable at the local level, i.e., each branch ofticouecoune 
Portorm any and all services just as if Li were themes 
@erice. 


"«.etHLiS 1S something "hac ee 
finitely can not be done to the same 
degree in a holding company organi- 
ZacLOn. Direct contace a henmreme 
specialist in the bank of your 
choice, as in a merged organiza- 
tion, appears to be a solution which 
would give the customer more confidence 
than in the holding company where 
the specialized services may be 
performed by a bank of another 
name, or the holding company.” 


Expansion By Direct Merger Creates ard c maean ame 
Units.79 First and Merchants' management believed that expan- 
Seon by direct merger developed larger individual banking 
units which were then able to offer larger credit lines and 
a wider range of services: "Industry 1s more naturally drawn 
to the larger financial organizations which can better serve 


Some of their necdcet = 


epi 


eC OI) - 


ldipia. 
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iim Position of Bankshares 
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New Services.” Both forms were thought Gomere, sem 
gueater range, depth and quality of banking services ton vi. 
eemira Cltizens than a typical unit banks 


"A direct comparison, however, 
of holding companies and merged 
Systems iS difficult. Thissoure 
depend on the service objectives 
of management and the needs of 
each market area. For example pminiee 
Virginia, operating primar ihe 
Northern Virginia, emphasizes con- 
sumer business. Therefore, their 
service structure would be quite 
different from, say, First and Mer- 
chants, operating largely in the 
Central and Tidewater Virginia areas, 
which caters, in a fairly balanced 
manner, to_both consumer and industrial 
Becoumeg a. 


Bankshares! position was that service benefits stemmed from 

the ability of the holding company to employ specialists in 
areas such as trusts, industrial accounts, and data processing. 
As an example, expanded services of Bankshares in the 1962-1966 
period were: (1) Municipal Bond Department, (2) Professional 
Services Program, (3) College Tuition Loan Program, (4) Com- 
purerized Payroll Service Program, (5) One Cheek Payroll 
Program, (6) Marketing Department, and (7) Planned operations 


Seecreqit card program. 


Discussion 
The literature clearly holds that both fomisepce mice 


for greater range, depth and quality of banking services as 


I2ee, Appendix (A), pp. A-19-20. 


L3inid, 
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a benefit of increased size, irrespective of the form of cor- 
porate organization. The issue is which form of Organ iz ceron 
does it more effectively? 

Both organizations added new and expanded banking ser- 
vices to the growing number of communities they ee This 
action suggests that the literature and Bankshares positions 
Gaaw the more meaningful contrast. That is to say, the more 
meaningful contrast is between a small unit bank which does 
not have and cannot afford specialized knowledge and competence 
in its own personnel and must rely on its correspondent banks 
for providing these services, and both the large merged system 
and holding eoneany which can and do provide more and better 
services at the local level. 

Furthermore, Bankshares certainly has a valid point re- 
Gerding the difficulty of drawing a direct comparison of the ser-— 
Mees Of these large banking organizations. Clearly, manage. 
ment's marketing objectives and the areas and customers served 
are factors which influence service at the local level. Conse- 
quently, direct comparisons of the two forms are meaningless 


Mmamee= these circumstances are considered on an individual bac 


iV. MARKETING St RageGyx 


First and Merchants and Bankshares each planned and 


implemented an expansion strategy aimed at the growth areas 


ae CE. Appendix (A), Table A-II; and Appendix (€) or 
C-1I1 for a listing of new services for Bankshares and First & 
Merchants, respectively. 
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ma Virginia. The following paragraphs examine their respec. 
erye positions in light of the results Of heir vexpancioen 


Eeegranis during the years 1962-1966, 


The Marketing Strategy of De Merehents 

Expand Into Growth Areas. > First and Merchants ex- 
pansion by direct merger was milanmecnon a statewide basis. It 
Was primarily directed at urban and industrial areas which had 
above average growth potential. Expansion was based on manage- 
ments' concept that growth in metropolitan areaS was more as- 
B@eea than rural areas. For this reason Northern Yirgumear 
Tidewater urban areas, Roanoke, and Lynchburg were considered 
fOr expansion. Also, Winchester, Harrisonburg, Staunton, 
Waynesboro, Bristol, Martinsville, and Danville were attractive 
because they had more assured industrial growth potential. 

An officer of First and Merchants said that merger 
partners were Teorecat from the standpoint of what could be 


foreseen as the future development in their areas. 


“More Opportunities Eo merge 
were turned down than have actually 
merged--about three to one. With 
some of the people that we have 
known for many, Many years, the 
hardest decision to make was to 
say no, if according to our analysis, 


er Paopendix (C) p. ppee C= iaaur 
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the areas that they represented did 
not have the required growth poten- 
tial. Banks like these generally 
wanted: (1) to share in the future 
growth and earnings of the First 

and Merchants system, (2) to solve 

a management succession problem, or 
(3) to obtain more marketability for 
stockholders shares from the merger." 


16 

First and Merchants’ expansion strategy waa smugale, 
selective. Management believed selectivity was sound even 
though other bankers contend it was foolish to turn down a 


merger because the State of Virginia was going to grow, and 


1f you could merge, merge. 


The Marketing Strategy of Bankshares 


Expansion was Directed at Growth Areas.+! Bankshares ' 


strategy was to expand in growth areas and to become a state- 
wide banking system. Growth areas were defined by above average 
population and industrial expansion. The urban corridor south 
from Washington to Richmond, then east through Williamsburg 

to Newport News and Norfolk met this definition. Also cities 
Pemeeoe the corridor, such as Lynchburg, were seen as Key 


i@eations for a statewide system. On this point, a Bankshares 


Gmrmeer said: 


Seen clo. 
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"Bankshares wasS interested in 
Going into other cities thareywome 
NOt wy ENC COrcidor, Mme @ade ame 
become statewide. Yet, we were not 
interested in picking small country 
banks, because they do not have 
Growth potential in our Gpointon, same 
serve only a very limited area."18 


iias same officer observed that one major system in Virgenaa 
was employing a contrasting strategy in that it merged banks 
mereougiwout the state in rural communities. 
"I don't know what they see in 

these areas. We have heard them say 

that they can take a bank and operate 

it so that it 1S going to earn wceneen 

on total assets. But, we feel we can 

do the same thing, but we are interested 

in growth rather than just keeping a 


small branch that 1s never going to 
amount to anything."19 


Discussion 

The expansion of both First and Merchants and Bankshares 
seems to have been generally consistent with their marketing 
strategy. As shown on Table C-I, Appendix (C), First and Mer- 
chants completed seven mergers during the 1962-1966 period. 
These mergers gave the bank 33 new banking offices; they pro- 
vided entry into the twelve new marketing areas shown on | 
mare C-Ii, Appendix (C). 

Bankshares completed the 13 acquisitions shown on 


Meiebe A-1, Appendix (A) over the period January 1963-1%67- 


——— ame 


monic, pe A-24. 


Saibicd., p. A-25- 
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These acquisitions gave Bankshares 73 offices in the 20 market- 
ing areas Shown on Table A-II, Appendix (A). 

With few exceptions, the acquisitions of both organi- 
ZaelLons were growth oriented, in keeping with their strategy. 
For instance, five metropolitan areas were involved in their 
expansion programs. Each area had a population growth rate, 
Gvyer the period 1962-1966, exceeding the 9.1 percent for the 
moaemor the state. The growth rate of Washingvon, see... ee 
Bema Dart--was 32.5 percent; Richmond 15.2 percent, Noriolk 


Pemesmouth 14.5 percent; Lynchburg 10.9 percent.~° 


Growth Area Strategy: Growth ana Profit Opportunweics. 
Seemingly the plan to merge only banks in high growth areas 
does not consider some other growth and profit opportunities. 
melee, this strategy if strictly followed excludes banks in 

low growth areas which have a relatively high return on 

Capital or which have a very low loan to deposit ratio and, 
@femerore, surplus funds for immediate use in high growth ox 
Megmereturn areas. Such combinations seem to offer interesting 
profit opportunities--to an expanding system-~which might make 


falew growth merger attractive. Also, screening acquisitions 


by area growth potential eliminates the profit opportunities 


ORureau of Population and Economic Research, Goaeum 
fees. "“HStimates of the Population | of Counties and Cities es of 
emeinia as Of July 1, 1966. 
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from "management induced growth"; where better management 


might improve profitability or the market share. 


Growth Area Strategy: Impace On Compemieten meme 
petition in the areas served by First and Merchants, Bank- 
Shares, and other expanding systems appears to be in- 
creased. For example, no statewide banking system served the 
Waynesboro, Staunton, Augusta County regional population 
center in 1961. Furthermore, the largest of the eight banks 
Serving this area, in 1961, had deposits of $15 million.*+ 
Eyetne 6nd of 1966, Tabie E-II, Appendix (E) Shows €hav wie 
area was served by branches and affiliates of three banking 
systems--with cn deposits ranging from $301 to 5536 
million-- and three smaller banks with deposits ranging from 
mao CO $19 million. %7 

The nature of banking competition in many of the areas 
served by the statewide systems also has changed. This fact 
is illustrated by the transformation of First National of 
Waynesboro, a bank with $11 million deposits, into a branch 
Of a bank with over $250 million in deposits, by its 1964 merger 


Weeaerirst and Merchants. In such a situation the full re- 


sources and wider range of services of a large statewide 


Bureau of Population and Economic Research, "Virginia 
Bemking Survey For Years of 1947, 1961, through 1966," loc cil 


eeoid. 
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banking institution--more than four times the combumeqci— 
BE all of the competing banks in the area just the year be- 
fore--became available in the Waynesboro service area. And, 
when more than one statewide system serves an area a new type 
of competition exists--system to system competition, between 
mie Lull service banking organizations. 

While it 1s sometimes argued that increased concentra- 
tion from merger and holding company acquisitions lessens rather 
than increases competition, this does not appear to be the case 
mievirginia. For eee Table ae Appendix (E) shows that 
all of the metropolitan areas, except Roanoke, are served by 
three or more systems. Additionally, while concentration of 
deposits in large banks in Virginia has increased since 1962, 
Virginia was not among the 17 states which had a concentration 


ratio over 50 percent in ToGo 


Growth Area Strategy: Its Impact on Rural Areas. One 
result of a growth area expansion strategy is that any service 
and cost benefits which statewide systems bring to the banking 
public tend to be limited to the urban markets. The implication 
@e Enis seeaeeay is that both organi Zatiome did Motyeara about 


becoming "statewide" in a geographic sense. Consequently, this 


type of expansion strategy takes on the character of "skimming 


Cer ala Cees ciietay, American Bankigig StnBuUec eume, 
pe. 234-25. al 
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the cream from the top". It tends to maximize growth oppor- 
feiities for management, but it does not necessarily serve 
equally well all segments of the banking public. However, 

Since banking facilities are a scarce resource, equal facilities 
emmimot be given to all areas. Therefore, it may be that a 

"skim the cream off the top" strategy actually serves the 

public interest since too extensive expansion might waste 
resources. *" For instance, an economic planner, in allocating 
this aeAnce resource, would likely assign such facilities to 


the areas where they will most quickly produce the biggest 


SORreed States Congress, House of Representatives, Com- 


mittee on Banking and Currency, A Study of Selected Banking Ser- 
vices by Bank Size, Structure, and Location, 82nd Congress, 2nd 
Session (Washington: Government Printing Office, 1952), p. 19. 
"...those who urge more extensive branching do so on the ground 
that large systems would open offices in places now served only 
by small banks and so not as fully serviced as places served by 
larger banks or their branches. On this, our data indicate 
that banking services definitely increase with bank size. It 
follows that services would rise if large banks opened offices 
in places now served only by small banks. However, this would 
not necesSarily be in the public interest. Inspection of the 
particular cases where small banks are less apt to provide the 
service than large ones suggests that usually it is because 
there is little demand for this service by the customers of the 








smaller banks. Thus, more extensive branching conceivably at 
least could result in the rendering of excesSive services, l1.e., 
a misallocation or waste of resources. For the principal impli- 


cation of our data is that small banks as well as larger banks, 
regardless of size and location, play a useful role in our 
society. They service "neighborhoods." It would be wasteful 
for them to provide many services normally offered by other 
classes of banks. There is no neighborhood demand for the 
Services in question. As a corollary and most importantly, 
mimedata indicate that, in general, banking services are proq 
vided where a demand for them exists." 


cee 


meoules=-in this case in Virginia's fastigqmowing induatrial 
and’ urban areas which are served by First and Merchants and 
Bankshares. 

A megative aspect of the Groweh areavsrmaced ae mee cmn 
Peeemuzations 1s that 1t appears to be inconsistemr wieieenc 
few Of Management that merger and holding company atiiliagien 
can provide a solution to the problem of management succession 
in smaller banks. This is because the smaller low growth 
rural banks that are more likely to have management succession 
problems are excluded from the merger universe. 

Non-metropolitan banks, however, have not been "outside" 
of the merger and holding company movement in Virginia. Nearly 
memeercent of the banks merging other banks in the 1962-966 
period were non-metropolitan banks. Also, other systems such 
as Virginia National Bank have followed a strategy to acquire 


Pamks in rural areas. 
V. OTHER ELEMENTS OF EXPANSION STRATEGY 


Both managements cited other elements of strategy which 


were important considerations in their acquisition plans. 


Sener Elements of First and Merchants' Expansion Strategy 


em rr eee eee 


etic i Value".?> A strategy employed by First and Merchants 


*-cf. Appendix (C), p. C-20. 
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was to avoid dilution of book value and earnings in mergers, 
PoepeecO give the merging bank's shareholders | tavew7s Uucuae. 


mmerr holdings. 


Be An officer of First 


Piewinge cen! ae Elex 1 Les mace ci a. 
and Merchants saw either a slowdown in the pace of their ac- 
Mitieiitions, or a modification of their selective strategy 
Beeawse Of: (1) regulatory concern over the S1zevandeextent 
of mergers and holding company acquisitions, and (2) competi- 
tion for the good banking locations. Here it was implied that 


First and Merchants management recognized these influences 


and saw the need for a flexible strategy in the future. 


Discussion 
SDalution of Book Value and Earnings Per Shamem oo 
@leearly, First and Merchants’ strategy to avoid dilution Gf 
book value and earnings per share is intended to benefit the 
stockholders as well as management. However, on two occasions 
since 1962, management has reported to stockholders that earn- 
ings were relatively lower as the result of merger activities, 
meee the 1963 and 1965 annual reports to stockhoiders atreris- 


uted EPS dilution to additional shares of stock issued in 


mergers. This experience of First and Merchants seemingly is 


alee Dpepenais (C), pow C=20l2I- 
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consistent with the findings of one study of mergers in Vir- 
ginia which concluded that stockholders of banks expanding by 
merger were not getting the same EPS growth as stockholders of 
banks not merging: 
"Stockholder interests do not 

appear to be furthered by the bank 

mergers that have occurred in New 

York and Virginia. In faces vee unenea 

per share in Virginia 1s Sionmiiiecanwm, 

negatively associated with merger activity, 

perhaps indicating that there may well 

be conflict of interest between managers 

and stockholders, at least in the short 

ieee od 
Eee, aS found in this study, lower EPS can be explained in 
Meet by start up costs" in a merged Organlzation and Ehnevadded 
eeees OL new and expanded services.7° Consequenuly ») eiawene 


run effect of expansion might work to increase EPS growth re- 


lative to banks not expanding by merger. 


Ee sori ty sie x oalsitOn Strategy. The “flex iioaiey a 
aspect of First and Merchants strategy reflects appreciation 
by management that important external forces were influencing 
iesinerger Bure in Virginia. For instance, “equilacor, 
authorities through denials and policy statements influenced 


the supply of merger candidates by giving bankers an idea of 


anon J. Cohen and Samuel Richardson Reid, Op 7eveey 
pp. 240-41. 


oer. Repenaix (C) , PPe etre. 
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Tieisize and type of mergers Might be approved sone el 

tater the 1962 legislation the merger of the Cellontal- Amer. am 
National Bank and First National Exchange Bank, both of Roanoke, 
Pas denied on the grounds that the former bank Should be pre. 
served as the nuclei of further statewide expansion. This 
Peeton was evidence that merger of two relatively large banks 

in the same market area in Virginia probably would not be 
approved. Consequently, management had to be aware of these 


important "outside" influences when planning expansion strategy. 


Other Elements of Bankshares! Expansion Strategy 


Bankshares' Strategy was to Acquire a Leading Bank in 


rm rn a ee ee 


rm nw i es eee 


Bankshares wanted to acquire the leading bank in a community, 
one with deposits over $10 million, if possible. First, Bank=- 
shares wanted strong, well run banks in key locations. A 
Bankshares officer explained: 


"At the outset we were parti- 
cularly interested in getting the 
leading bank in a community--one 
with a good reputation, good manage- 
ment, and one which was well established. 
We wanted to create a strong group."39 


While Bankshares was interested in the largest bank in 


an area, Management believed that the Federal Reserve was less 


aoe Appendix (A), pp. A-25-27. 
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likely to approve cuch a combination. However, Bankshares did 
get the largest bank in Northern Virginia (First and Citizens 
of Alexandria--$61.8 million in deposits), and the second 
largest in Richmond (State-Plantezrs--$220.3 million) and the 
second largest in Newport News (Citizens and Marine Jefferson-- 
$18.9 million) and Lynchburg (First National Trust and Savings-- 
eno Million). 

A second reason for acquiring a leading bank was to 
obtain banks which had the staff to operate on their own 
without day-to-day supervision. Given a choice Bankshares 
preferred banks over $25 million. An officer explained this 
as follows: 


"You have more problems with 
banks under $10 million and have 
to spend more time working with 
them. We have a small staff, where- 
as Virginia Commonwealth and First 
Virginia operate, by and large, 
with a large holding company staff. 
A Varger stati allows them Couae— 
quire more smaller banks... 


In such cases these banks (banks 
ever SiO million) run tChemser ve] 
except for some of the sophisticated 
services that the holding company can 
Gave them, 1.e., Supplyvingpcapeeat: 
and helping in taxes, insurance, 
accounting, purchasing, inves umene 3] 
DOrtLolio, and computer appl icaetene es 


After the initial organization of Bankshares, cme soaze 


of subsequent acquisitions became a more important consideration 


st6f, appendix C7) ap se Oe 
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Eonmanagement. This was because the regulakory (au eo iiege « 
were concerned over large bank combinations and Bankshares 
Management believed that acquiring the largeSt@sank ana con 
munity would be looked upon as putting the smaller bankouare. 
ees acvantage. However, Management thought if onewopeeiowen ies 
banks were acquired the chances for approval of the acquisition 
would be greatly improved. 

with the Acquired Bank's Management. > Bankshares’ management 
mmought that an acquisition would not work well for either 
party without the full cooperation of the management of the 
bank being acquired. Bankshares made no effort to go around 
Management and talk to the big stockholders, if management 


happened to be reluctant to join. 


Discussion 

Bankshares' expansion strategy was clearly influenced 
by having a small holding company staff, whereas some of the 
other holding companies operating in Virginia have a large 
weet. For example, a small staff appears to be more 1m Keeps 
ing with Bankshares' philosophy of a participating management 
organization. A large holding company staff probably would 


lead to more direct control and less autonomy at the affiliate 


Sater Popend ix) (Aj pe hacs. 
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level. enor , the choice of Bankshares' management to 
Peomate with a small staff also explains (ner cemaceg) stern 
acquiring relatively large banks which have management that 
could operate without daily supeeyteiom 

ane logic of Bankshares” strategy stomweu. through the 
Management of the bank being acquired appears well founded. 
Clearly, the support of the incumbent management is needed if 
Bankshares’ objective of independent operations by the af- 
filiate are to be realized. qUeneenones it probably would 
not be desirable to take on the problem of replacing management 
in the acquired bank if Bankshares had a comparable opportunity 
euisewhere, 1.€., where management conflict was not an a2ssuegand 
where Bankshares’ management could have confidence in the 
Beity of the acquired organization to opérate with a minimum 
of supervision. 

However, profit and growth opportunities may exist in 
banks where management is "cool" toward the acquisition, but 
the stockholders wish to seek improvements through affiliation. 
Gemine extent such situations do exist, it may be desirabie 

femgeal directly with the stockholders--in full knowledge of 
- possible management disposition problem--because of potential 
Euotit a oroneh opportunities in the situation, or possibly 


eeeget a key location. 





CHAPTER X% 
THE EXPANSION DECISIONS: LEGAL CONSIDERATIONS 


thas Chapter 1s concerned with ieun lege eect. ideas 
tions thought to be significant by the managements in their 
eemreetion Of a form of expansion. These include: (1) de novo 
branching, (2) reserve ratios, (3) boards of directors, and 


(4) regulation. 
I. DE NOVO BRANCHING 


mie critical issue regarding de novo brane yi ae 
ginia concerned the disparity in branching pertaining to a 
merged system and to a holding company. The managements of 
both First and Merchants and Bankshares considered that the 
holding company form enjoys a Significant advantage as the 


Pmme Of its greater de novo branching opportunities. 


The Position of First and Merchants 

any. Amorricer of First and Merchants (¢latlec en eae moe 
novo branching restriction on a merged system was probably 
the most valid argument in favor of the holding company form. 


However, he expressed the hope that this difference would be 


toe. Appendix (€) 7) be. Calor 
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eliminated by legislation which would enable a merged system 
to branch to the same extent as a holding company. 

The impact of the de novo branching restriction was 
ailustrated in terms of First and Mexenente operations in 
Lynchburg. Here they obtained six branches by merger with 
Peoples National Bank and Trust Company, in January 1963. 
However, no additional de novo branches could be established 
in the area, even though the community will continue to 
Siew. On the other hand, holding company affiliates operating 
@emsynchburg have been able to branch de novo im ehe vanea, 


wnenever the need was justified. 


To Offset De Novo Branching Restrictions in the Merged 


apm ma a a ee ee eee 


prt mpm mm re sm eee we 


@aeices.- First and Merchants' expansion strategy minimizes 
miemae NOvO branching restrictions in the area of the acquisi— 
tion through merger with a bank which has an already well 


established branch system. 


The Position of Bankshares 


The Holding Company has Greater De Novo Branching 


ee ES Ee 


Opportunities. > Bankshares' management preferred the holding 


company form because the 1962 legislation gave holding companies 


Sid, po. G=21-22. 
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3 


@ecacer de novo branching opportunities than 2e dias touoan. 
Eapanding by direct merger. A merged system could NoOtveceas man 
fedreitonal branches in the area of the bank iteemerged. Ey 

the way of fonerast , a holding company could acguire a bank as 
an affiliate and the affiliate, as a separate bank, could con- 


meme £Oo de novo branch in its home office area: 


Discussion 

Slearly, differences in de novo branching provide a 
holding company with a competitive advantage over a merged 
meeecm. The literature concerning the Virginia Dankune Secenc 
Emcee Managements of both forms acknowledge this fact] Whew. 
ever, this advantage applies only in the Virginia situation 
eamec it stems from the state banking code. It is net typreat 
of state legislation elsewhere. Moreover, this advantage 
applies to the Virginia situation only until such time as 
the law is changed. However, this probably will not be in 
the near future, if for no other reason than that the Virginia 
General Assembly only meets every two years. 

The consensus of opinion of the bank officers since. — 
viewed indicates that the de novo branching advantage of the 
holding company is not significant in the short run, although 
mamecould become an important factor in the long run, if the 


legislation is not modified. 





short Run Impact. A merged system can ottse: ce nove 





branching restrictions by selecting Merger par inewouwi cig 
established branch systems. For example, First and Merchants' 
mergers in Lynchburg and Newport News added six offices in 
Paem place, and its merger with The Bank of Virginia Beach 
added ten. Also, in the initial phase of the merger movement 
there are greater opportunities than there are likely to be 
imeem tO execute more than one merger in the some Wocomaa 
First and Merchants added 14 offices in metropolitan Norfolk 
by a merger in Virginia Beach and another in Chesapeake. In 
this manner, good initial coverage was obtained in the new 
Market area. That 1s, population and industrial growth patterns 
are generally slow to change, consequently the structure of 
demand for banking services probably will not be altered in 


Many communities for a number of years. 


The Long Run impact. The alternatives open to a meme 
System to keep pace with a holding company in growing communities 
are: (1) additional mergers, (2) formation of a new bank and 
subsequent merger, and (3) relocation of existing branches. 
Each of these alternatives, however, 1S generally less de- 
Sirable than de novo branching. 

Over a period of time opportunities for additional 
mergers will become less as the number of independent banks 
decreases and the concentration of the expanding systems in- 


creases. Often more than one merger in the same market area 


X=5 


may not be possible where there are only a few acquisition 
Big ibic banks and where the elimination of a competing bank 
increases concentration in the area. For example, the 
fiietice Department, in January 1969, challenged the proposed 
Menger Of Virginia National Bank and The Bank of Hampton 


Peads, alleging the merger would reduce Colipetition an viola] 


mmo Of the Clayton Antitrust Act.4 


Furthermore, mergers in new market areas may not be 
possible because banks may not be located in the area, and 
formation of a new bank in anticipation of subsequent merger, 
or relocation of existing branch offices are typically more 
costly and less efficient methods of entry than are merger 
@mece novo branching. Thus, the long run expansion Opportunitres 
Of merged systems are not only likely to decrease, but they are 
Semerally more costly than the de novo branching opportunieres 


emeene holding company. 


Wall Street Journal, January 2191900 Wace 


hemmonal Bank, which the suit said is the second-largest in 
“the state, has eight branches in Hampton Roads. It has 42% 
@eeeotal commercial bank deposits in the Hampton Roads area; 

a larger share than any other bank in the area, the suit said. 
Virginia National doesn't operate branches in Newport News, 
which adjoins Hampton Roads, but Virginia National's Hampton 
branches hold 12% of total commercial bank deposits in the 
combined Newport News-Hampton Roads area, the suit added. 


The Bank of Hampton Roads has one office in Hampton 
Roads and four in Newport News. It accounts for 8% of the 
@eeal deposits in both Hampton Roads and in the Newport News> 
feampton Roads area, according to the suit. 


Virginia National, as of June 29, 1968, had assets of 
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PePublve Benet it Considerabi One @it gene Venger ui eies 
parity in growth opportunities between the two forms becomes 
a Significant competitive factor, merged systems may form 
holding companies to improve their growth potential.” And, 
if it is true as alleged in the literature and argued by 
First and Merchants that merged systems are potentially more 
efficient than holding companies, then the Virginia banking 
public may face higher cost, less quality, and less extensive 
banking services in the long run. On the other hand, the 
Situation in Virginia clearly will permit legislators and 
bankers to assess better the relative merits of each organi- 
zation, if they are provided equal opportunities for growth, 


profit, and public service. 


fi. JRESERVE RATIOS 


The focus of ere eserves ratio issue was on the fact 
that a holding company, under certain conditions, can gain a 
lower effective reserve ratio on its total system deposits 
-than can a merged system. eatiicshance cited this point as a 


Saqgnificant consideration. 





‘wos million, deposits of $628 million and loans of $412 mil- 
ron . 


The Bank of Hampton Roads, as of that date, had assets 
Sieol2 million, deposits of $17 million and loans of $12 million? 


>In forming a holding company it may be possible uci. 
merged system to spin off previous acquisitions as independent 
feta liated banks. 





The Position of Bankshares 

lower oystem Reserve Requaa: cmenive sure. milenicnegc Companies. ° 
feonares preferred the holding company form becalise ae had 
Mimeconomic advantage in terms of the reserves required againse 
tyerecm demand deposits. This advantage, representing Nigher 
eeecntial GCarning power, came from two Racer First, non= 
member (Federal Reserve System) affiliates continued to operate 
tae 10 percent reserve ratio on demand deposits in lieu of 
the 12 percent (country bank) or 16 1/2 percent (reserve city 
bank) ratio required for banks merged into a member of the 
Federal Reserve System. Bankshares' three non-member banks, 
in 1964, gained an estimated $640,000 in earning reserves, in 
Bankshares' view, potentially worth income of approximately 
$38,400 per year. 

second, each holding company affiliate Weed Sema waase ie 
Pere applicable to its own locale. Thus, only affiliates an 
designated reserve cities needed to apply the higher 16 1/2 
Meeeene reserve city ratio, other banks could use 12 percene, 
iweebe Way Of contrast, a merged system with an office in a 
meeerve city was required to apply the 16 1/2 percent ratio to 
total system deposits, wherever located. By not having the 


Memmi 2) percent rate required on all affiliates, in 1966, 


aoren Eependix (A); pp. -A-14-15- 
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Peiashares galned an estimated GCarnmimg reserves or 346 inile 
lion, in Bankshares' view, potentially worth some $360,000 


income a year, at 6 percent. 


Discussion 

Clearly lower reserve ratios on demand deposits can be 
a Significant economic advantage for the holding company. For 
example, the profit opportunities due to differences in re- 
serve ratios on deposits could vary between: 


A. A holding company not operating affiliates in 
Richmond (a reserve city): 


-- 10 percent ratio for non-members 
—-—- 12 percent ratio for non-Richmond artaiiarcae 


B. A holding company operating affiliates in 
Richmond: 


-- 10 percent ratio for non-members 

=— 12 percent ratio for non-Richiiond) after eo 

== 16 1/2 percent ratio for Richmond aremivaao le 
Cc. A merged system without an office in Richmond: 


-- 12 percent reserve ratio for the complete 
system. 


D. A merged system with an office in Richmond: 


-- 16 1/2 percent reserve ratio for the complerce 
system. 


In the outcomes A through D, a holéing company generally has 
a ratio advantage over a merged system. It has an opportunity, 


in certain cases, to apply lower reserve ratios against system 
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deposits. That is, a member bank merged system cannot use the 
lower 10 percent ratio, and a merged system with an office in 
Richmond must apply the 16 1/2 percent ratio against all system 
deposits, whereas a holding company with a Richmond affiliate 
applies the 16 1/2 percent ratio only against the deposits 

of that affiliate. Consequently, the holding company form has 
greater profit opportunities, not because of better or more 
aggressive management, but because of the impact of legisla- 
tion on earning reserves. 

The disparity in earnings opportunities favors the 
holding company in acquisitions. For example, if a Charlottes- 
ville member bank were acquired as an affiliate by a Richmond 
holding company, the 12 percent ratio would apply to the af- 
filiates' deposits. By way of contrast, if the Charlottesville 
member bank were acquired by a Richmond merged system as a 
Pranch, the 16 1/2 percent ratio would apply. Under these con- 
ditions the 4 1/2 percent differential on earning deposits 
would give the holding company either: (1) “quicker pay back" 
OM 1tS acquisition, or (2) the opportunity to pay higher pre- 
miums for the bank with the same "pay back". In either case, 
the difference in earnings potential gives the holding company 
peecompetitive edge in acquiring two of banking‘s scarce re- 
sources--desirable locations and desirable management, or both. 

Misere are several reasons why Gt Vs sewericult eesacscea. 
the significance of the unequal earnings opportunities result- 


mig £rom the ratios applied to demand deposits. First, the 
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time elapsed since 1962 is not of sufficient duration to 
feentify the possible long-temmipe) eees eum acme ona ieiic 
mommo di) Virginia. Second, if theregwene an ackgersc eiices 
on competition it would be very difficult to lay the cause 
memene ratio differential and not to other conditions affect— 
ing Perot t ion, such as; (i) menaqerienit ame) markets, (3) 
Sieomers, (4) services, and (5) organization structure. 
Possibly an interim perspective on this issue stems 
meemethe fact that the literature does not indicate Ehar 
academicians, bankers or regulatory authorities have expressed 
undue concern on this point. Because of this, the problem may 


memmore theoretical than actual. 
tt BOARDS OF DIRECTORS 


The critical question regarding boards of directors 
iene Are honorary boards of directors in a merged system as 
effective as the legal boards they replaced?" This question 
arises because holding company affiliates are separate legal 
entities and, therefore, continue to operate with their own 


Mearos Of directors and bank officers. 


jmaenPosition of First and Merchants 
Change in Status of the Merged Banlsusseoaecmon Directors 


ee | 7 
is a Disadvantage of Expansion by Direct Merger. To replace 


—_—_—— er ree 
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fMeemerged bank's legally constituted board of directors, 
Eieot and Merchants appointed an area advisory bodrd, using 
the same group of men. Management found that their experience 
ban advisory boards was especially good because the director. 
were used as they had been previously. That is, advisory 
board members were used for their advice and knowledge of the 
community and its affairs. The only significant difference 
Woted by an officer of First and Merchants was that area 


advisory board members did not have any real legal liability. 


The Position of Bankshares 

Local eee Bankshares preferred the holding com- 
pany form because the acquired banks retain their identity 
and because the bank officers and directors retain full re- 
Sponsibility for the bank's operations. Affiliation did not 
remove a bank from the local scene. The community continued 
to deal with the same corporate entity and corporate officers 
and changes in the service area tended to be minimized since 
local management and local boards of directors continued to 
exercise daily supervision of the affiliate'’s operations. 
Because of these considerations, an officer of Bankshares 
offered the opinion that the fundamental philosophy of group 
banking more nearly meets the test demanded in the compromise 


eee eS 
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bemween Virginia's traditional concepu, of unit banking ane 
miemacate's need for larger bankimg organizations 

In addition, an officer of Bankshares argued that with 
affiliate directors representing one stockholder, the holding 
company, there was no accommodation of multi-group stock- 
MeLcers . 


“Most of our banks are 100 percent 
owned except for directors’ Quali aig 
Shares. The exception is a very small 
minority whose basic rights are guar- 
anteed by law. Naturally we safeguard 
them too for we don’t want to go to 
court. The point is this, where you 
have basically one stockholder who 
speaks with one voice, the directors 
representing the stockholder, who is 
only one, are naturally more respon- 
sive to the stockholder's wishes. 
Directors do not represent different 
groups of stockholders with divergent 
ideas. Also, with only one stockholder 
is it not natural to be more attentive 
and responsive to his wishes? After all 
he owns the bank, lock, stock, and barrel. 
im a publwcly owned corporation yas 
aon't have this. Neither do you have 
a stockholder who advises and counsels 
the directorate. The stockholder can’t 
be Gaipricious and Ehe davectors ue mae 
be oe eae in a holding company seer 
THD UL 


Discussion 
AYcentral issue concerning boards Of Girecuers aes 
mao forms involves the role and responsibilities of “legal” 
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versus "honorary" members. A question to be answered is: 
Gi@at are the differences of operating with "homorary” bearde 


versus "legal" boards at the local level?" 


“Honorary” Boards of Directors. The discussion of 
Beworary boards, also called Area Advisory Boards and Req tena 
Boards, considers three stages in their evolution. The first 
is the period immediately following merger when feelings at the 
local level have to be considered. In this stage the appoint- 
ment of an honorary board has the "negative" advantage of 
evotding iJ] will for those members of the merged banks old 
board who were not appointed to the board of the merging bank. 
At this time of initial entry into a market area, the continuing 
"good will" of the previous bank's management could be an 
important factor in community relations, particularly where 
the old board members were leaders of the community. 

The second stage in the development of an honorary 
board is the time when the first "new" member has to be ap- 
pointed, since this action inevitably raises the question 
whether the board will be perpetuated. Managements decision 
Meetehis point will probably be based on how effective the 
honorary meee nas been in maintaining and generating business. 
iit is, “Have honorary boards ‘paid their way’ in their ad-= 
Wrsory role?" In the case of First and Merchants, its “Re- 


gional Boards" have been judged to be effective by management. 
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In addition to new members being appointed to some of its 
boards, a new board for Richmond was formed. 


“Through their particular knowledge 
of local conditions and interest ieee 
bank, members of our several Regional 
Boards have rendered invaluable assis- 
bance in promoting the aitamuc or sour 
various widely separated offices. Re- 
cognizing this, and also that the make- 
up of our Board of Directors is becoming 
increasingly statewide in character, a 
new Board for Richmond offices was 
formed during the year. We look for- 
ward to a close association with this 
group of outstanding men as we do with 
members of the Leesburg and Virginia 
Beach Boards, added at the time of our 
recent mergers."10 


The third stage in the development of an honorary board 
involves the "second generation" management, if the boards are 
Pewmeccuated. In this stage the motivation of second generation 
directors probably will be different than the first because of 
differences in the "legal" and "honorary" role in policy 
development and management control. There will be a natural 
tendency for management policy development and implementation 
to fall within the framework of legal responsibility in the 
corporation, keeping honorary directors in a purely advisory 
fete. Consequently, it may become more difficult to attract 


and hold the desired quality of persons on honorary boards 


rOnirst and Merchants National Bank, 1965 Annual Report, 
(Richmond, Virginia: First and Merchants National Bank, 1965), 
pe 16. | 
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because top management talent is less likely to remain in 
Becurely "advisory" capacity.*+ AS a result, holding com- 
Beanies might have a long run advantage in competing for the 
Dest qualified talent to fill boards at the local) Vevel ue 
ever, the experiences of both forms in Virginia are not of 
sufficient duration to evaluate this last stage of "HONGitaiaye 


board evolution. 


Legal Boards. Retention of legal boards was one of 
three reasons given by Bankshares why expansion by the holding 
company route more nearly meets the test demanded in the com- 
promise between Virginia's traditional concept of unit bank- 
ing and the state's need for larger banking organizations. 

The other two reasons were that holding company affiliation 
does not remove a bank from the local scene and directors of 
affiliates representing one stockholder, the holding company, 
give more direct response than directors who have to accom- 


Hegate multi-group stockholders. 


A. In a Holding Company Affiliate the Community Con- 


tinues to Deal with the Same Corporate Entity and the Same 
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11 ohe legal aspects of advisory boards also are not 
completely clear. For example, advisory board members may 
not have legal responsibility in the same direct manner as 
before, but they may have comparable moral responsibilities 
in their areas of influence. Therefore, it seems possible 
that advisory board members may be subject to conflict of 
interest suits in the same manner as regular directors. 


Senporate Officers. Bankshares argued eis chanqeem mses 
service area are minimized under the holding company form 
because local management and jJocal boards continue to exercise 
Gaaly supervision of affiliate operations. This argu ne sape eae 
to imply that local level management and service inevitably 
change as the result of expansion by direct merger; also that 
eiiange may not be beneficial to the bankigag publ ewe ine es 
results, however, are not necessarily the case. For example, 
a merged system--like a holding company--can retain an acquired 
bank's officers at the local level. In fact, this will clearly 
be the case where the purpose of the merger was to "buy" good 
management. The local banking public would deal with the 
same people, with different titles. And, as suggested by the 
proponents of direct ence the officers in a newly acquired 
branch may retain the same or gain even more operating respon- 
fer lity than they had before merger. In such situations, 
the public could benefit, as an example from higher lending 
heres at the local level. 

By the way of contrast, an officer @@ a large) equine 
holding company expressed the opinion that the customer Zocies 
that his interest is better served when he deals with the “top 


man" in a banking organization, He argued, a bank president 
is the "top man", whereas a branch manager is not. He thought 
that the customer often assumes, rightly or wrongly, that the 


President has the authority necessary to solve the customers 
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problems, i.e., reference "to the home office" is not required 
as may be the case in a branch of a merged system. 

To assess the foregoing attitude the following question 
is asked: "To what types of customers and in what types of 
bemies Maght this attitude be an important factor?” Parse, on 
large or medium size banks the typical depositor, checking 
account or Savings account, is not likely to be a customer who 
would have a problem requiring access to the chief executive. 
Also, for many borrowers, a loan officer is likely to be the ‘: 
highest officer they would see or desire to see, i.e., for 
time contracts or small loans. In smaller banks, however, 
more customers probably like and expect direct contact with 
the chief executive. Even so, customers requiring access to 
miespresident are probably a relatively small percentage Of va 
bank's day-to-day business, although they may be more impor- 
tant profit-wise. Therefore, customer access to the bank 
president vis-a-vis a branch manager may not be as important 
as some other factors, such as the ability of any bank officer 
Bememployee to promote the feeling of responsive customer ser= 
vice. 

Bankshares point-of-view that retention of local con- 
trol results in a minimum number of changes in the service 
area seemingly implies that changes may not be in the best 
[m|eerest cf the local banking public and that there are no 


problems of "outside control" in the holding company form. On 
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ris POLMt , ie 1s evident that changes in the local service 
meas May not be undesirable per sé. New and expanded ser— 
vices, after either merger or affiliation, are the generally 
expected and beneficial results of large system banking. 

Aliso, retention of legal directors at the local level does not 
Meecessadrily avoid the problem of “outside control] vores 
stance, the holding company could exercise “dictatoriai" con- 
erok through appointment of "puppet" boards at the airuliare 
level. Also, holding companies are open to control of special 
interest in outside financial centers such as New York, in the 
same manner as any large corporation whose shares are traded 


on regional or national markets. 


nr rr ree ee 
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evident that affiliation vis-a-vis merger "as the best com- 
promise with tradition" is not a matter of principle with 
holding companies in Virginia. This observation is supported 

by the fact that holding companies have had affiliates merge a 
-bank in some cases rather than the holding company acquiring the 
bank as an independent unit. Fucthe mores there seems to be | 
tittle difference between affiliation and merger with regard to 
possible adverse effects on competition. While ales ie true that 
meere iS one less bank in the state after a merger, both mexnger 
and affiliation eliminate a competitor and increase banking 


concentration. Seemingly, therefore, the result in the eyes of 


oes 


me Eraditional unit banker” Gf eltnherener gq rsoq oldune 
company affiliation would be much the same, i.e., "an indepen- 


dent bank" is replaced by a "system bank". 
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Dieectors Provide More Direct Response 7 gy Clear gene sem- oon 
Of director response and management control is an area where 
the discussion of “organizational and operational" and "legal" 
pene derations overlap. As concluded in (Gee NWAEILS e1 ilalis— 
tinction needs to be made between the situation where an af- 
Filiate is 100 percent owned by the holding company and the 
Situation where there are varying degrees of ownership. Where 
affiliate ownership is almost 100 percent, as is the case with 
Bankshares, it appears that the action of affiliate boards 

can be and would be more responsive to the holding company, 
than it would be in cases where affiliates are owned sub- 
Stantially less than 100 percent. However, the question of 
accommodating multi-group stockholders will continue to face 
holding company management where any minority interest exists 
at the affiliate level. In fact, some bankers interviewed 
m@ueing the course of this study expressed the opinion that 
there are no more unattractive securities--from the viewpoint 
of the stockholder--than a minority interest in a small local 
Bank that is controlled by a holding company. Probably the 


stockholder has no chance of selling his stock to anyone 





except the holding company and this is likely to mean on the 
ROokding company S terms. Ihererore, the Ulattuacerve poctenen 
of the minority interest in an affiliate appears to make hold- 
ing company management more vulnerable to charges from the 
minority. That is, the only avenue for eifectivesminoricy 
action may be to sue, whereas in a merged system all stock- 
holders have access to a broader market for disposition of 
their shares in the event they disagree with management 
Helicies or actions. By the way of contrast, proplemanorea 
dissident minority do not remain after a merger in Virginia, 
Eamee an affirmative vote of two-thirds of the merging banks 
Beock forces the other third to exchange or Eo accepe teach: 

as applicable. 

The legal differences between directors in the two 
forms definately have control and response implications. 
Hite>se differences Cahn be seen by examining the functions and 
@taes of legal directors as outlined in a publication of the 
New York Stock Exchange: 

"State laws under which the businesses 
Ome MComoetared shold DoOaredaror lel neetoums 
responsible for the welfare of their com- 
bane sc, DLGCCtOrs cre Neil Only envio rees 
of the business, and have a fiduciary 
relationship to stockholders, but also 
Mave a responsibility to the company s 
emplovyecs its CUSEOMeus, andere ene rgena 
eral public, upon whose good will the well- 
being of the enterprise depends. Failure 
to take cognizance of the responsibility 


to each of these four groups can adversely 
affect the solvency of the corporation. 
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The laws do not spell out the duties 
Of directors other than thamesene, sovenld 
manage the affairs of the company, so 
there are wide variations in the functions 
actually performed by boards of directors. 
However, there are seven areas Of respon- 
Sibility that appear to have general ac- 
ceptance. | 
1. To establish the basic objectives 
and broad policies of the corpor- 
ation. 


2. To elect the corporarerott ie sae 
advise them, approve their actions, 
and audit their performance. 


3. To safeguard and approve changes 
in the corporate assets (issuance 
of securities, pledge of assets on 
loans, declaration Of Gdivicencac. 
and conveyance of property). 


4. TC approve important ee wiromemee 
Matters (such as budgets, capital 
appropriations, officers”) pay, a= 
nancial audits) and to see that proper 
annual and interim reports are given 
to stockholders. 


5. To delegate special powers to others 
to sign contracts, open bank accounts, 
Sign checks, issue stock, make loans, 
and such other activities as may re- 
quire board approval. 


6. To maintain, revise, and enforce the 
Corporate charter ane by—lavwece 


7. To perpetuate a sound board through 
regular elections and the writ igee: 
interim vacancies."12 


The very nature and scope of the legal divcc on (aes 


Sponsibilities makes the functioning of management control 


te New York Stock Exchange, The Corporate Dixrectormeaag 
The Investing Public (New York: The New York Stock Exchange, 
November 1965), p. 18. 
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and diwector response in a holding company significantly 

Get terent tian in a merged Systeme sdeveloepom mama oie 
plementation of policy involves resolution of problems among 
a number of managements, each equally anmdeledaliy s-copemot os. 
not only to the stockholders, but also in some measure to 
emokoyees, Customers, and the general public. S@ons orca. 
the management process is likely to be more complex than is 
the case of the merged system, with its single board of 


Guerectors. 
We REGULATION 


Bankshares cited three points regarding the impact 
of regulation on the two forms of expansion. One, "flexibility 
in expansion", was considered an advantage of the holding com- 
pany form. Two, "Security Exchange Commission Regulations" 
and "Regulatory Agency Control", were considered disadvan- 
tages. First and Merchants did not cite any of these points 


aS Significant. 


The Position of Bankshares 

Hee cote y in Expansion. > Banksbaresu psc ac 6 nC mea 
holding company form because it provided greater flexibility 
fin) selection of a method of acquisition. For example, anol 


oe Popes x (A) 7 Pe) fas ale 
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Gomoany could expand by acquisition Of sa bank as anearttiwate 
om the holding company, Ommexpand by. me eden te. fo odin) een comus 
Bectuliate of the holding company. Manageme mimaemo et Seiicem tei 
option provided an opportunity to select the most likely route 
mee regulatory approval. In support of Elis wocmile nese 
stated that the opportunity to choose the approval path of 
least resistance was an important factor in the acquisition 
of one of Bankshares' affiliates. 

A merged system, on the other hand, had the problem 
of changing its charter from national to state, or viSa versa, 
mamonder to change the rouce for regulatory appreva wae aoe 
is, a national bank could become a state member bank and, 
Eeuereby, change the approval agency from the Federal ene Sa] 
to the Comptroller of the Currency. However, an officer of 
Bankshares stated that merged systems were reluctant to switch 
charters back and forth just to pick the most likely agency. 

The "phantom bank" device was an additional acquisition 
technique used by Bankshares. Under this method a bank was 
first established on paper only, in the area where Bankshares 
wanted to acguire another bank which was already in operation. 
mie purpose was to merge these two banks, Che “paper sor 
"phantom" bank and the operating bank. Merger otherwise would 
not have been possible unless a holding company affiliate was 
already operating in the area. The advantages of this method 


©£ acquisition were: (1) elimination of minority interes: 
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exemptlon £rOm SeCUrleLes Exchange JCOMmmrco TOM Giccd lic teat lous 
Since ecQguisilion was Byemerger and NOt ght leaeOn, and a, 
the acquired bank could remain as the contin uma sorgan@zaciom 


Pte everemthc SUrVLVING Mona: Cts merger.1* 


Securities Exchange Commission Regulations.?> At the 


time Bankshares was formed, 1962, banking was not subject to 
Sucn requirements of the Securities Acts, as registration and 
prospectus requirements, annual and periodic reporting re- 
quirements, proxy and financial reporting requirements, and 
insider trading requirements. With the Securities Acts Amend- 
ments of 1964 banking was brought under the Acts so that to- 

day banks, for the most part, are subject to the same securities 
rules as holding companies. However, a difference in administra- 
tion still remains in that banks do not have to report directly 
to the SEC since they deal exclusively with their respective 
regulatory agency for securities regulations, as well as other 
matters. On the other hand, holding companies report both €0 


mre SEC and banking agencies. 


Regulatory Agency coneroue: Bankshares saw duplicity 


of regulatory control as a disadvantage of the holding company 


om Chapter V, po. V-43-44 for a mere detarlodmex. 
planation of the "phantom" bank device. 


aes Eyelid acme hy ao ie he eas 
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EOiMe FOr exanple ya Meuged SyStem——as) a Siig de oan ym apenie 
Seitution-—- reports primarily te one supervisory authori, scm 
matters pertaining to examinations, peemeeeee and “incidental 
powers". +/ By the way of contrast, a holding company may have 
aemixture of state or national, FDIC or non-FDEG) andemenben 
Or non-member banks. Consequently, a holding company could 
have all of the regulatory authorities involved in supervision 
of its various affiliates, as well as the holding company 
itself being under the supervision of the Federal Reserve 
System. Under these eee ae) it was the position of 
Pann snaresetnact the duplicity of regulator, control resulted 
in minor differences in areas such as capital requirements and 
loan limits. Thus, policy on these matters was not uniform 


throughout the system. 


a 


Discussion 
"Plexibility of Expansion". The holding company has a 
greater number of ways by which it can acquire a bank. For 


instance, it can acquire a bank by affiliation or merger. 


This added flexibility might improve the "odds" of acquisition 


eeuon each bank obviously must comply with the ap- 
peercable regulations of the other regulatory authorities, 
aside from the areas of specific concern of the supervisory 
PeNOrity When primary cognizance @ver the sbank. 


a ners are various technical differences under the 
Virginia Stock Corporation Act between merger, consolidation, 
and acquisition of assets in the sense that tax and other 
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over the long run by the fact that the holding company is 
better able to process an acquisition application to the agency 
with the best "approval record". 

First, it is possible that differences in the attitudes 
ef government agencies approving applications for expansion 
may continue to exist even though the legislative criteria 
for approval of merger and holding company applications now 
are substantially the same. Given such future conditions the 
holding company could select the "most likely route for ap- 
proval". For example, its application can go via the Comp- 
troller of the Currency, Federal Reserve System or FDIC-- 
whichever has the "best approval odds"--by merging a bank with 
a national, state-member or non-member Federal Reserve System 
affiliate, as appropriate. On the other hand, a merged system 
can process only through its applicable agency, unless the 
surviving bank changes its charter in order to change the 
agency reviewing its application. 

Flexibility in acquisitions would be important to 
iemagcement only if the "odds of approval” were signiftveantly 
better at one agency, and if a system were still in the early 


phase of its expansion program. Probably, however, management 


considerations vary. However, merger, consolidation, and ac- 
quisition of assets are considered the same under state and 
federal laws regulating expansion. 
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in a holding company or merged system which had reached the 
planned limit of its. expansion would be indifferent to this 


Sensiacrat lon. 


Differences in Recuiacions The coverage rf thicweoims: 
i the literature is “thin”. It is significant that ethowon ks, 
source found in the course of this study discussing procedural, 
legal, and technical differences between holding company and 
merger eXpansion was a thesis authored by Lewis B. Flinn, 


Peetetary—lreasurer @f Unmted Virginia Bankshares.?? 


A. Procedural Differences. Flinn cites-~from the view- 
point of holding company management--several procedural dif- 
ferences which make the holding company route more difficult 
than direct eros Among these are the requirements for: 

(1) public disclosure (where the Federal Reserve Board is the 
approving agency this would also apply to merger), (2) the 
possibility of hearings, with their resulting delays and un- 
certainties, required under Section 4(b) of the Holding Com- 
poy Act (if the Comptroller of the Currency Gr ele appre per. a. 
State agency disapproves the application), amee(s) mime mecmnges 


ferences in application forms. Holding company application 


ae pieian, Cree ite, | Cla ech m7. 
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forms are more exhaustive since the Board requires information 
for each affiliated bank and not just the System as a whole. 
imearmation not required on merger fOrms 1neiMadescVcorrecpendem- 
bank balances, consumer loans sume sae, and Mies emer go c Cliaietors 
held. 

While Flinn suggests that these procedural differences 
Make the holding company route "more difficult" it is possible 
that the perspective may be, or should be “more expensive. © 
The marginal cost of these differences is likely to be minimal 
and holding companies have specialists in their organizations 


to accommodate the problems they involve. 


B. khegal and Technical Differences. VrPlinn (omvedmee wen 
technical and legal differences which work both to the disadvan- 
tage and to the advantage of the holding company = Disadvan- 
tages of holding expansion are that affiliation requires the 
expense of registration with the SEC and affiliation does not 
eliminate minority interest~--there is no minority interest 
in a merger. Advantages are that the holding company gains 
flexibility from the fact that it may purchase its own stock 
for use in acquisitions, and stockholder approval is not needed 


to acquire new banks or issue new shares. 


lipid. 
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CVE cegulatory A~Geneyscomercom. “The differences in 
regulatory agency control discussed by Flinn do not appear to 
be a Significant factor in the selection of a method of expan- 
sion.77 However, the one-bank holding company has particular 
Significance to the choice of a form of organization for ex- 


pansion, and to managements who have already chosen to expand 


myecither of the two forms.7> 


Managements in both forms can elect to form a one-bank 
holding company. The essential difference under current legis- 
lation is that the regulated bank holding company will have to 
change the multi-bank aspect of its corporate structure and, 
thereby, give up the benefits management saw when group banking 
was initially selected as a form of expansion. Consequently, 


under the current legislation management in a regulated bank 


22tbid. 


23 New York Times, September 18, 1968. The extent of the 
one-bank holding company movement is illustrated in a tabula- 
mon made by M. A. Schapiro and Company, Ine. Un W968 eeneuc 
were 27 one-bank holding companies operating with $50.8 billion 
MmimoacpOsits, or 15.8 percent of the $320.3 billion heldavb, sene 
Federal Reserve System's 6,000 members--these 27 banks also 
held on a capital basis $3.8 billion, or 13 percent of the 
©29.1 billion total. The significance of this movement is 
illustrated by the statement of the president of the Bank of 
America on the subject of their plans to reorganize as a one- 
bank holding company. "A one-bank holding company presents 
Bessibilities for greater participation im a number of foros 
fitable activities, particularly overseas. While we have no 
specific businesses in mind, such activities might include 
leasing, warehousing, mutual funds, financing land development, 
travel bureaus and other industries closely related to fi- 
nance." 
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holding company cannot elece to Mave their banking ecoemaritenm. 
in the group form, anc at the Same time” have non-banking 
operations as a one-bank holding company. Here, a choice will 
have to be made by management: to weigh the benefits management 
Sees in diversification into non-banking operations against 

ee benefits of group banking. By the way Of CONtemaceeeiiamades 
ment in a merged system can keep their banking operations in 
the form desired and also diversify into non-banking operations 
as a one-bank holding company. That iS, management in the 


merged form has "the best of both worlds". 
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SUMMARY AND CONCLUSIONS 


The principal objective of this research was to pre- 
sent information on the two banks studied~-First and Merchants, 
ewoanding by Girect merger, sand Eon expanding by the 
holding company route--with a view toward examining, from the 
management point-of-view, the relative advantages and disad- 
vantages of direct merger and the holding company as alterna- 
tive methods of expansion. To accomplish this objective, the 
Bescarch design focussed on the central issues consideucage, 
the managements in their decisions to expand. Or, in other 
memuds: “How were these issues assessed by the Managemen: 
fems of the advantages and disadvantages of one form of 
organization relative to the other?" 

This chapter now restates the developments of the pre- 


vious chapters and discusses the more important findings and 


conclusions of the whole study. 
-. oOUMMARY OF THE HISTORICAL BACKEROUNY 


The discussion of banking history and changes in the 
Beructure of banking in Virginia, during the period 762 oe 
was intended to provide a perspective of the expansion of 


manmnks ia the State. 
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Re in the past forty yeersuthey steve slaw qeeq ua tame 
expansion Of banks in) Virgimia WumderWent SeMeec mani micr weame 
changes. In 1928 bank expansion was curtailed. Mergers 
werem@iimited to the immediate geograplre  aceamo meen -paia ie 
bank and de novo branches to cities having a population of 
not less than 50,000. In 1948 bank expansion was further cur- 
eaited. De novo branches were limited Co thew@ammeda ae saaoe 
of the parent bank. In 1962 bank expansion was liberalized. 
Be novo branches and mergers continued to be auehouuzodmeeme 
immediate area of the parent bank, but mergers were authorized 


elsewhere in the state. 


Boa Until 1962, Virginia bankers) gonera li sepocers 
negative attitude toward branching. This attitude, simp ewe, 
derived from concern over the expansion activities of The 
Bank of Virginia, previously The Morris Plan Bank of Richmond. 
Other factors which had an effect on bankers' attitudes were 
the division of the state into separate economic, social, and 
pemitical regions, and the fact that Virginia bankers, Uike 
many bankers elsewhere, were slow in seeing any need to enter 
the field of consumer finance or other fields that were not 


mereaditional”. 


C. Ultimately dynamic forces outside and inside the 
state forced a change of thinking on the part of Virginia 


bankers and legislators regarding branching. Consequently, 
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legislation passed in 1962 authorized statewide expansion of 
penis by direct merger. The significant forces external to 
Virginia were: (1) the enactment of the Holding Company Act 
in 1956 and the subsequent rapid expansion of holding com- 
panies, (2) the increasing competition from larger banking 
systems in neighboring states, and (3) the banking industry's 
development of broadened services for the public, i.e., the 
evolving concept of a bank as "a department store of finance". 
Significant forces internal to Virginia were: (1) the accel— 
erated trend toward urbanization and industrialization of 
Virginia's communities, and (2) the growing competition from 
holding companies, which were not regulated by state law and 
which, therefore, could expand into communities throughout the 


state, while individual banks could not. 


D. The changes in the Virginia banking community were 
the result of forces that bank management, for the most, did 
Wee Originate and could not control. Bankers, theretone sveum 


mee the primary motivating force of innovation in the Seave. 


E. The 1962 legislation authorizing merger on a state- 
wide basis resulted in an "Oklahome Land Rush" of mergers and 
holding company acquisitions throughout Virginia. Some of the 
Significant changes in the banking structure resulting from 
this were: (1) fewer banks, but more banking offices, (2) 


creation of six statewide banking organizations--two merged 
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systems and four holding companies, (3) greater deposit con- 
centration in the largest banks and banking organizations, 
(4) accelerated growth of the larger banks in relation to 
their competitors, permitting development of banking organi- 
Zations in Virginia large enough to compete with the banking 


ergaenizations to the north and south of Wirogumia. 


F. The merger and holding company movements resulted 
in the following beneficial changes: (1) larger lines of bank 
credit, (2) improved mobility of funds for meeting the credit 
needs Of the several regions throughout the ctate is mame. 
extenSive banking services, (4) greater flexibility for banks 
to serve growing urban communities, (5) broadening of local 
Markets in which Virginia banks compete with each other, and 
(6) evolution of a new level of banking competition--system 


to system competition on a statewide basis. 
77. SUMMARY OF FINDINGS IN THE AREA OF THE LITERATURE 


The literature is strong to the extent that it embodies 
a comprehensive list of the advantages and disadvantages of 
the two forms of organizations. Most of these were coneigeren 
by the managements of First and Merchants and Bankshares in 
their selection of a method of expansion. The literature, 
however, is Crocche to be weak in other respects, and for 


reasons generally recognized by scholars and bankers, alike. 
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These weaknesses largely are the result of the imperfect state 
of “research in certain areas. 

The literature generally is "thim) ing@iehne area of 
direct and comprehensive comparisons of a merged system and 
a holding company as alternative forms of expansion. Discus- 
sions typically contrast the holding company or merged system 
~oma unit bank, rather than one to the other Ww) Yer -eeatcecl cu. 
tion is understandable since, historically, the controversy 
has been between the desirability of unit banking versus any 
pmageall forms of mult1—-office bankincee 

The literature tends to cite advantages and disadvan- 
tages as "generalizations", in the sense that little attention 
is given to the guestion: "To whom is this or that organiza- 
tional characteristic an advantage or disadvantage?" Issues 
ordinarily are not examined with a view toward recognizing 
me dltterences between the parties at interest, who may be: 
(1) management, (2) stockholders, (3) depositors, (4) regulatory 
authorities, (5) borrowers, and (6) the general public. Also, 
issues typically are not examined with a view toward considering 
Management policy toward: (1) deposits, (2) loans, (3) capital, 
(4) services, (5) profits, or (6) growth. The importance of 
this deficiency is that the consideration of different points— 
of-view alters the significance of a particular advantage or 


ere Oliorestestosujeny Ike 
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disadvantage, depending on the circumstances at hand. For 
example, an advantage of the holding company is alleged to 
be that an acquired bank retalns its mame after affiliation- 
Prererore, it continues to benefit from 2tse "oc edema. 
in its service area. However, this is not a valid generali- 
zation because the lack of Meno qenaicy of customers and mar- 
kets may make a "Statewide system identity" the preferred 
marketing name under certain conditions. 

Some of the advantages and disadvantages cited in the 
ijiterature cannot be resolved clearly in favor of either form 
because supporting empirical evidence is lacking. For instance, 
quantitative evidence directly comparing the holding company 
and the merged system is needed in the areas of: (1) economies 
of scale and integration, and (2) cost of capital--capital 
structure. 

Other issues cannot be resolved in the favor of either 
form because they are subjective in nature; consequently, they 
. are not subject to quantitative proof. These issues relate to 
@uestioOns of "Management choOlce or preference", Such as Cenbma. 
lized versus decentralized control, on the value of "“leqaum 
versus "honorary" directors. Furthermore, some advantages or 
disadvantages tend to change their character over time, after 
the persons active in management at the time of an acquisition 


disappear from the scene. 
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Iit. SUMMARY OF FINDINGS FROM THE EXAMINATION OF 
THE EAPANSTON@E AP ECIENGES “OF FIRST AnD 


MERCHANTS AND BANKSHARES 


Significant findings in various areas are drawn to- 
gether in the following paragraphs. They are discussed with 
megqard to an explicit Set Of criteria against whic chemo 
forms can be measured: (1) efficiency and profitability, (2) 
ease of acquisition, (3) management effectiveness, first gen- 
eration and successor generations, (4) amount of scarce re- 
sources needed and ability to acquire and use them, and (5) 
Perlity tO adapt to a changing environment and teehnolea. 
The measurement of the two forms against these criteria is 
not intended to provide the “right answer" or "absolute 
truth" on the issues and questions considered in this dis- 
sertation. Rather, it is intended to provide a framework in 
which to think about various points. Such perspective is 
aniticant Since investigation of the expansion experiences 
of First and Merchants and Bankshares shows that the choice 
between direct merger and the holding company turns on con- 
eeeerdtions which are largely particular to a given altgetiou 
Therefore, there are generally no “right" or "wrong" answers 


in the normative sense. 
Pmeritability and Efficiency 
Tt is a conclusion of this study that--in Virginia-—-the 


Melding company has a clear-cut advantage over the merqecee aay 





eo 


WiEh regard LO prolLitalbllity.) Onathe other Nand, 1 Tome 
conclusion of this study that the merged system, under certain 
conditions, is a more efficient form of organization than the 
holding company. Without question, however, the profitability 
advantage of the holding company seems to be the most signifi- 


cant of these items. 


The Holding Company sus Potentially Meregerom ral lc man 
Virginia, the holding company is potentially more profitable 
than the merged system because of several advantages resulting 
from the legal environment. These advantages In Vel ves mae mnehe 
femme) Deanching, and (2) reserve ratios. They vareuas re oso- 


"“guasi resource" in that they result from legislative factors. 


A. De Novo Branching. The holding company has a Signi- 
ficant growth advantage as a result of greater opportunities 

Eee de novo expansion under the Virginia banking cede A 
holding company acquiring affiliates located throughout the 
Seate attains what 1s the equivalent of Statewide demnova 
branching privileges. By the way of contrast, a merged system 
Weaeede novo branching privileges limited to the area or tue 
Mome Office. Clearly, therefore, there 1S a disparity in 
growth opportunities between the two forms. The holding com- 
pany has a clear-cut advantage in the acquisition of "locations" 


‘and "management" which are among the scarce resources in bank- 


eG 





The de novo branching advantage of the holding company 
is probably not significant in the short run since merged 
Systems can acquire banks which already have a edbeceveionea 
branch system. Holding companies, however, are expected to 
hold a significant advantage in the long run, unless the 
branching statutes are changed to provide equal opportunities 
for expansion. That is to say, if equalizing legislation is 
not enacted the growth of merged systems will be restricted 
in a Manner similar to that experienced by The Bank of Vir- 
ginia, aS a consequence of the restrictive legislation in 
1948. In The Bank of Virginia situation, branch operations 
were frozen in the urban areas it served apart from its home 
office, while local banks and holding companies in these areas 
could expand to capture the fast growing, profitable urban 
Market. Resolution of this issue does not seem possible in 
the short-term, if for no other reason than the Virginia Gen- 


eral Assembly meets only every two years. 


B. Reserve Ratios. The holding company has the poten- 
tial for higher earnings because it has an opportunity, in- 
certain cases, to apply lower reserve ratios against system 
deposits. The significance of this is in the potential for 
higher earnings, and a resulting financial edge in the com- 
petition for good locations or good management. With higher 


Serenings potential, holding company management Can, periape, 
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JUStILyY Paying more for a pareicular acquisition-—-than asiemged 
system--and still maintain the same "pay back" and impact on 


future earnings per share. 


the Merged Sysuem 2s tue More Et ficien tame eens 
Organization. Several theoretical and practical considerations 
Suggest that the merged system may be the more efficient form 
Seeorganization. First, closer antegration of bankangugee mae 
tions is possible in the merged form. For instance, certain 
functions in a holding company cannot be combined; trust ac- 
counts and the loan and investment portfolios are examples. 
Also, the separate corporate entity of holding company af- 
filiates makes integration of some operations and services 
more difficult than in a merged system. Assuming all other 
mretOrs aré equal, differences such as these seem clearly te 
give the merged system greater potential for organizational 
efficiency. However, the lack of banking research, based 
on empirical data, makes this conclusion less certain than 
would otherwise be the case. 

In practice managements in both forms may centralize 
or decentralize various functions and responsibilities and 
establish the amount of autonomy given to management in sub- 
Smaitiate levels of the organization. Normally this will be 
in response to different attitudes and circumstances in the 


individual situation. Clearly the size, nature and integration 
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@z Staff and operating functions at .all levels_of an oxrgani- 
Zweelotcdt £eCt LL lCleney ised aed HCoceOt tile TCG ispoiacdiecmne Ue 
Because of this, the relative efficiency of any one merged 
system compared to any one holding company is likely to de- 
Becnd on the particular Circumstances at hand, evensticugn 
merged systems, theoretically are the more efficient form 

of organization. Consequently, the previously discussed 
legislative factors affecting profitability seem likely to be 
of greater significance to management than the question of 
organizational efficiency. This is particularly so in view 
Greene fact that both forms of organization have oppo cummeme] 
for operating efficiency as a function of increased size, 


mecqardless OL their form of corporate organization. 


Ease of Acquisition May Favor the Holding Company 

The holding company has a greater number of ways by 
which it can acquire a bank. For instance, mee ersholersiersisin iS 2) 
bank by affiliation or merger, whereas a merged system is 
limited to acquisition by merger. This added flexibility 
might improve the "odds" of acquisition over the long run by 
mien ract that the holding company is better able to process 
an acquisition application to the agency with the best 
"approval record". 

However, flexibility of acquisition would be of impor- 
tance to management only if the “odds of approval" were signi- 


ficantly better at one agency, and if a system were still in 
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the early phase of its expansion program. Probably, however, 
management in a holding company or merged system which 
had reached the planned limits of its expansion would be in- 


Ghemecircent to this consideracion. 


Panagement ERfectiveness 

Tt is evident from the organizations studied that each 
management believes that there is a direct and important re- 
lationship between the corporate form of organization and 
the resulting effectiveness of management. Issues in this 
area include questions of organization theory and the role 
and importance of the formal and informal organization. They 
mimolve the attitudes and Opinions Of Management on seteommoma. 
tive merits of centralization versus decentralization and 
local autonomy versus a more direct form of management control. 
However, because subjective judgements, attitudes and opinions 
Mees pcedominant in @iscussing these questions, 1 1s daftficume: 
to resolve them clearly in favor of either organizational form. 
Nevertheless, from a management viewpoint certain considera- 


tions viewed by themselves lead to significant conclusions. 


Policy Development and Implementation Vand Contuolies 
Seercations 1S Easier in the Merged System. A particular jew 
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or form of management does not necessarily follow from a 


maeeLecularc £Orm of corporate Organization. By nakUee ene 
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holding company iS more decentralized and the merged system 
is more centralized. Apart from the corporate form, however, 
Management in both situations may choose to centralize or 
decentralize a number of functions and responsibilities, or 
establish a high degree or a low degree of autonomy at the 
subordinate levels of the organization, in consonance with 
IManagement policy. 

Aside from the above consideration--it is a conclusion 
PEeethis study—--that policy development, implenienlacien and 
control of operations is generally easier in the merged system. 
In this form these matters are internal to one organization; 
they are formulated by a single policy-making body; they are 
controlled by a single group of top management. By way of 
contrast, in the holding company there may be many corpora- 
tions, many presidents and many boards of directors. Each 
corporate management is legally responsible for the operations 
of its own bank. 

These organizational differences are commonly thought 
to make control more difficult in a holding company, parti- 
cularly where the affiliated banks are not 100 percent owned. 
Directors and officers of an affiliate are equally responsible 
to the parent stockholder; to any minority interest, no matter 
how small; and to the depositors and the community. On 
questions such as: (1) dividends, (2) rates on up and down 


stream loans, (3) movement of funds, or (4) allocation of 
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headquarters costs, resolution in a holding company is clearly 
not as readily made as in the merged system with its single 


board of GAlLrectors. 
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Area Advisory Boards. Expansion by direct merger permits a 
choice of retaining a merged bank's board of directors in an 
advisory capacity, as an Area Advisory Board, or eliminating 
the use of a board of directors in the area of the merged 
bank. Expansion by the holding company route involves no 
such choice, since each affiliate must have its own board. 
This difference raises the guestion: "Is an honorary board of 
directors an effective substitute for a legal board at the 
local level?" 

It is the Pe iasion of this study that there are 
several reasons why honorary boards of directors, in the long 
run, are not likely to be effective substitutes for the legal 
boards they replaced. These focus on differences between 
"original actors" and “successor management." Specifically, 
it is assumed that area boards will be reasonably effective | 
substitutes for the legal boards they replaced so long as 
the “original actors" remain in their roles as board members, 
regardless of the obvious differences of legal responsibilities. 


~ 


This hypothesis is based on differences likely to distinguish 
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Original management from successor management. For instance, 
the role and influence of "founders" in both a holding com- 
pany and merged system, apart from their positions in the 
organization, clearly is stronger than successor management, 
if for no other reason than that they are likely to exercise 
a Significant influence as stockholders. Because of this, 
forrginal actors" in their capacity of honorary directors 
will tend to exercise more influence than will successor 
management, even though there has been a change in legal re- 
sponsibility. This conclusion draws a distinction between 
the "formal" and "informal" organization and underscores that 
it is likely to change over time. 

Over the long run, however, the character and influence 
of honorary boards seem likely to change. Responsibilities 
and job status have been altered from an operating role to a 
purely advisory role. Under such conditions it may be dif- 
ficult to attract and hold the same quality of man for area 
boards. First class management talent may not desire to want 
to accept or want to remain in a purely advisory role. Con- 
sequently, if merged systems find it difficult to replace 
"Original actors" with management of the same qualifications 
and interests, then successor area boards are not likely to 
be as effective as the legal boards they replaced. 

The potential consequences of this consideration on 


the operations of merged systems in Virginia is not evident at 
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Bits pOint in time. "Moreover, it will be difficult to evaluare 
in the future because this is not a question that is subject 


fou Guantitative Anvestigation Onemeasunemenkre: 
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meguire and Employ Uhese. Scarce resources are discussed si 
terms of management, capital and locations. Certain char- 
fereristics Of the two forums suggest ditferences ameeme 


amount and type of scarce resources they require. 
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tions suggest that the merged form may be more economical than 
the holding company in the utilization of management. First, 
the merged system is likely to require a lesser order of skills 
feethe branch level, than if the branch were Oveeratea as ua 
separate affiliate. For example, this study discussed the at- 
titude that the complexity of the typical branch manager's 

job is not as great as a bank president's, who has to deal 

with his own board of directors and who has to build the Seon 
tion of his own bank. Also, the merged form is likely to re- 
quire fewer numbers of management where merger may result in 
the elimination of officers and employees for functions that 
can be combined in the merged system which cannot be com- 


bined in the holding company; or where an affiliate, as 
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contrasted to a branch, tends to need a full complement of 
officers because of its statusS as a separate corporation. 
However, the numbers and skills of management and 
employees is another function which is dependent on how a 
particular management wants to organize and manage the organi- 
Zeeeon. Clearly, a merged System which is decentralizedvand 
which is managed with a high degree of local autonomy may re- 
Gorre more Management with a higher order of skills 7ethane. 
holding company of Similar size which is centralized and which 
is controlled directly from the parent level. Therefore, a 
generalization that merged systems may make better utilization 
of management talent is limited by the assumption that all’ 
other factors apart from the form of corporate organization are 


equal. 


B. The Holding Company May Have a Lower Cost of 
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@apuctal in the Long Run. The holding company has an advantege 
over the merged system in raising capital and using leverage, 
for several reasons. These reasons are that: (1) a bank has 
feeemit on the amount of debentures of 100 percent on Caprica 
stock plus 50 percent of surplus, whereas a holding company 
has no such limitation, (2) a bank is required to count 
short-term notes, less than one year, as a liability requiring 


reserves, whereas a holding company has no such requirement, 


and (3) a holding company can raise debt and equity in two 
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ways: by the affiliated banks or by the holding company, 
whereas a bank is limited to one way of raising debt and 
equity. However, no data exist which conclusively point to 
tangible economic benefits for the holding company as the re- 
sult of these differences, such as a lower cost of capital. 
Presumably, though, added flexibility in, raising and using 
Capital is a benefit which potentially could result in a 


lower cost of capital over the long run. 


C., site Merged System May Have Greaterns@rectgemcus 
fumds Mobility. The question of comparative funds mobile, 
eamow be elearly reconciled by “hard data’ Lrom elec maecm 
ture or this study. However, there is one factor which theo- 
Beercally if not practically 1s a constraint on mobrlice, weer 
funds in a holding company. This factor is thevrolovomeen. 
directors of an affiliate, particularly where there is a 
minority interest. Directors are charged with the legal re- 
sponsibility for the operation of the bank and this trans- 
ends any credit policies or participation agreements of the 
holding company. Clearly, the possibility of many affiliates 
with their boards do not provide for the same ease of resolu- 
peor Of Matters relating to mobility of funds, or for thaeemareor 


dividends, investments, and the many other issues that affect 


the profitability and operations of an individual bank. 
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D. The Holding Company Has a Definite Long Run Ad- 
Wemcage im the Acquisition OL Locations. in) Virgina, ume 
the present statutes, the holding company has a significant 
advantage over the merged system in where acquisitions can 
bemmade because of their greater de novo branching sopper. 
tunities; in how acquisitions can be made because they can 
pin@ose either to acquire a bank as an affiliate on ilerjemene 
bank into an affiliate, depending on the individual circum- 
meances at hand; and in the cost of the acquisitionmemeecamec 
of lower reserve ratios in some situations. Furthermore, the 
holding company has an advantage by way of greater flexibility 
an choosing the type of identification it desires for its 
banks. It can choose to have affiliates retain the name used 
before acquisition for "local identity"; or change the bank 
name to clearly identify the affiliate with the holding com- 
pany for a "system identity"; or use some combination of 
system and local identity as service area conditions dictate.- 
On the other hand, a merged system has less identification 


flexibility since all branch offices carry the home office 


2Richmond Times Dispateh, Nevembermo jl ccc ols 
bination of local and system identification was adopted for 
mae first time in Virginia, in 1968, by First Virginia Bank- 
shares Corporation when they renamed their Cambria Bank of 
Christiansburg as the First Virginia Bank of the Southwest. 
According to the president of First Virginia Bankshares their 
other banks would be renamed as local conditions, such as ex- 
pansion and mergers, dictate. 
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name. However, identity is dependent on the customers and 
markets served and the competition in a given area. As an 
example, customer and service area characteristics may make 


a "system identity" more desirable in some situations and 
"local identity" more desirable in others. Under these con- 
ditions, a merged system would not be at a disadvantage to a 
holding company in markets where a "system" marketing image 
is the preferred identity. Consequently, it is not possible 
to generalize about all merged systems and all holding com- 


panies because of the influence of markets and customers in 


ae einat vidual Case. 
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This is the last criterion against which the holding company 
and direct merger are measured. In one respect it is the most 
important evaluation for it views the significant differences 
Saeween the two forms in terms of the future. That is), 7¢ 
examines each form of expansion in terms of the ability of 

the form to accommodate to changes in environment and tech- 
nology. 

Summarizing, the holding company in Virginia has arene 
er profit and growth potential, and service opportunities than 
the merged system. On the other hand, development and im- 
plementation of policy and control of operations seemingly is 


easier in the merged form and this form is theoretically more 
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erricient fLrom the Standpoine Of Integration Of Operatiense 
The question now becomes: "How do these fundamental differences 
affect the capabilities of each form to adapt to changes in 


environment and technology?" 


A. The Holding Company: Environmental and Technological 
Change. The holding company certainly has an edge over the 
merged system in meeting the challenge of a changing environ- 
ment and technology, as the result of its greater profit and 
growth potential. A case in point is the "computer revolution" 
where high costs and uncertain, but significant rewards faced 
firms making an early entry into this field. Typically in 
-this type of environment the big, financially strong companies 
can afford to be leaders by accepting the risk and profiting 
from the rewards; the less financially strong become followers; 
the small and weak may not benefit from new technology at all. 
Placing this point in perspective, the revolution of change 
in the banking industry has just begun; future change is likely 
to be rapid and far reaching; innovation is likely to become 
very important to success, as banking moves toward the 
"checkless society". Consequently, the holding company in 
Virginia may be in a stronger position than the merged system 
when accepting the risks inherent in change and innovation. 

However, this advantage of the holding company is "artifi- 


Cial". It could disappear at any time since it results from legal 
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circumstances--apart from the form of organization--which can 
be and may be changed to give competing banking systems the 


same economic opportunities. 


B. The Merged System and Environmental and Technological 
Saamge. The merged system has an edge on the helding eonpeny 
in that development and implementation of policy and control 
of operations is easier. Also, the merged form is potentially 
more efficient from the standpoint of integration of opera- 
tions. Because of the first advantage, seemingly Lhe merged 
form can respond to changes and the challenges of innovation 
more readily than the holding company. It is not burdened 
with the administrative complexity of separate corporations 
and problems involving accommodation among many managements. 
Consequently, decision-making is likely to be quicker and 
policy implementation easier. This advantage is particularly 
significant in an environment where the rate of change is in- 
creasing and where the ability to rapidly respond to a situa- 
meom could be important to the future of the firm, i-.e., 
witness Ford's Mustang; IBM's 360 computer series. 

The merged form advantage of greater organizational 
efficiency is significantly different from holding company 
advantage of greater profit and growth opportunities. The 
Moumer 1S not an "artificial” advantage, the latter is. Given 
eaual Opportunities under law, the potentially greater er. 


ficiency of the merged form may tip profitability in its favon. 
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In the event profit and growth opportunities are 
equalized--thus eliminating the economic advantage of the 


holding company~-then the merged system may become the more 


viable form of banking organization in Virginia.” ne aes 


lies the challenge to the banker and legislator in Virginia: 
create a truly competitive environment where the holding com- 
pany and merged system operate on an equal footing, and let 
mene forces of competition point to the most efficient tommeonm 


Banking Organization, if there be just one. 


SEvidence Supporting this conclusion appears to be the 
action by First Virginia Bankshares, Corporation--reported in 
mae) Washington Post, January 30, 1969--whereby Ehis heldang 
company plans to consolidate three large affiliates in the 
Northern Virginia (Washington Metropolitan) area. In this 
Situation the surviving bank is a state non-member with a 
Home office in Fairfax County. With the exception of de nove 
branching into Arlington County--where a branch system already 
wemees-—-the new bank could de novo branch in all of ytnc ernce 
cities and counties previously open to the three affiliates. 
Sensequently, the growth opportunities of the newly merged 
bank are essentially the same as the three independent affiliates. 








But, by having the surviving bank as a state non-member 
the lower 10 percent reserve ratio for state non-members applies 
to the combined deposits of the three banks. Consequently, 
First Virginia gains approximately $587,500 in demand deposits 
available for loans and investments, worth approximately 
941,250 in pre-tax earnings, if invested at 6 percent~~computed 
on the differential between the state non-member ratio and non- 
Beserve City ratio of 12 percent, on the first $5 million de- 
mand deposits and 12 1/2 percent, on demand deposits over $5 
million. 


Seemingly, this decision reflects the "best of two worlds". 
First Virginia gains the organizational advantages of a merged 
system, and at the same time the profit advantage from the lower 
reserve ratio which generally favors the holding company form. 
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APPENDIX A 


UNITED VIRGINIA BANKSHARES INC. 
oe URPOSE 


This material was collected in connection with a study 
of two banking systems in Virginia which chose different 
methods of expanding their banking operations on a statewide 
basis, as a result of the enactment of liberalized branching 
legislation in 1962. It is based on interviews with Mr. Lewis 
Eee tlinn, Jr., Secretary and Treasurer of United ivaicgrna. 
Bankshares Inc., of Richmond, Virginia. The information is 
presented in the form of paraphrased text and direct quotes. 
imeecontains no opinion, editorial comment, or analyowe oy seme 
mesearcher. 

This part of the study concerns the experiences of 
United Virginia Bankshares Inc. (hereafter called Bankshares) 
which chose to expand by the holding company route as opposed 
merairect merger. The focus of this information is on, sa) 
the central issues in management's selection of the most ap- 
meooriate form of expansion, i.e., the significant character- 
istics considered by Bankshares to be advantages of expansion 
wea che holding company, as contrasted to or difttereneyecem 
expansion by merger, and (2) significant factors in Bank- 


shares expansion strategy. 


Case prepared, 1968, by Paul L. Foster, dectorals cand. 
date. All rights reserved by the Sponsors of the Graduate ener 
of Business Administration, University of Virginia. 





II. BACKGROUND 


The passage moy the Virginia Genenralek semi tomas 
Emek-Holland Billiam 1962 gave Virginia banks {significancis, 
greater opportunities for expansion. After the 1962 legis- 
lation, statewide expansion could be undertaken by: (1) 
holding company affiliation, (2) merger, or (3) a combina- 
iron Of the two, Before that time holding company affilgatvor 
had been the only alternative available for expanding banking 
operations beyond the general locality of a bank's home office. 

Mr. Lewis 8. Flinn, Jr., Secretary and Tweastvemean 
Bankshares explained that State-Planters Bank of Commerce and 
Trusts, Richmond, (the lead bank in United Virginia Bank- 
shares) was one of the large Richmond banks interested in ex- 
pansion. As early as 1958 the president of State-Planters, 
then Mr. J. Harvie Wilkinson, Jr., had considered the concept 
Oi rorenereier of a holding company with other large Virginia 
banks. This was seen as a combination which would improve 
fies Competitive position of each of the banks concerned re= 
gardless of any subsequent action by the state legislators 
momnelax the highly restrictive branching laws. However; ds 
enn explained, ‘the plan Neversqet Off mene QlmOUl) Ger sere 
never got beyond the conceptual stage." 

In 1961, after the earlier efforts had failed eo pur 


together a holding company, State-Planters started to consider 





Sther alternatives. )Hlinn explained, "we started Vockingselse. 
rece ana talking esorEner banks. | During thas time she wv. 
Sata Metropolitan Plan was ‘concetved by tChnee Marge banks 
in Richmond--that was in 1961-~-holding company plans were stopped 
for a while." State-Planters, First and Merchants, and Cen- 
tral National Bank, the three prime coOrrespencemuw anda sam 
the state, worked hard to sell the Virginia Metropolitan Plan, 
epde novo branching and merger scheme for banks snemerropo liad 
mieoas. Tne plan was proposed to bankers Just beteveyrse 
June, 1961 meeting of the Virginia Bankers Association. Its 
Sponsors had hoped the plan would be recommended and brought 
up in the General Assembly in the winter of 1962. However, 
Feeerding to Flinn, the plan was not accepted, probably be- 
cause it was sponsored by the big banks in Richmond. 
After the VWarginia Metropolitan Plan failed to Ggauecm 
the support of the state's bankers, Bankshares' management 
felt that there would be no changes to the branching laws for 
another two years, until the 1964 General Assembly. 
"We started again to probe other 

banks to form a holding company but 

SGiwilel eaeqet (al yccleance me vlc aie Ls olt 

of the blue (we hadn't talked with 

them) First & Citizens came down and 

said let's form a holding company. 

This- was in the latter part of 1961, 


ane epy carly 1962 we maa colleeted sa 
group of six banks. 


We knew of the Buck-Holland 
legislation before we filed with the 
Securities Exchange Commission to form 
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United Virginia Bankshares in 

June, 1962. Therefore, we had the 
Qjoloere Cio sbiey cle) Chics s sae cnc, fey elo 
merger route if we wanted. But all 

of the parties had been sold on, and 
they liked the idea of forming a 
holding company where everybody would 
have something to say; we were building 
something together; all parties were 
participants. The local autonomy 
aspect was important, too. No pro- 
posal was made to try to force through 
the merger route. The feeling was 
just so strong that this was what 

we wanted to do, that this is the way 
we went." 


mrs. IDENTIFICATION AND DISCUSSION OF THE @PACTORS FeOnNS bet) 


BY -BANKSHARES IN TEITR DECISION TO EXPAND] Pais 


HOLDING COMPANY ROUTE 


Advantages of Expansion by Holding Company 

Flinn cited eight significant characteristics which 
were considered by management to be advantages of expansion 
PyeaOolding company as contrasted to or different from €xpan= 
sion by direct merger; and five characteristics considered 
to be advantages not exclusive to the holding company vis~a- 
vis direct merger, but rather contrasted to a local bank in 


Virginia. These factors are summarized below.+ 


Paveaneasicsuac COlebasuca LOmGl LOCmmmle rg eia: 


—GEcaecrmde NOve Dranecitig OppOELUnEles. 


tthe ordering of the factors does not connote priori, 
Or weight assigned by management. 





See iO Caan cine @lno aay iene aNlere a hm iocme ci Ulcedn mats 
Cri Clem’ (ao meme Me ro eceskG il. 


we (FP lexpba licyein maa same geap. ta le 

—— Greater Glecx 1 Dalitvean CxoanSien- 

-- Local autonomy for acquired affiliates. 

-- [e@eal identity of the affiliate iS Marmmeaineae 

-~- Decentralized decision-making offers more manage- 
mene Elexibility and opportunity than tame 
typical branch system. 

-~ Non-member (Federal Reserve System) banks retain 
their lower 10 percent state reserve requirements 
when they become holding company affiliates; and 
only holding company affiliates (members of Federal 
Reserve System) in reserve cities are required to 
use the 16 1/2 percent reserve rate. Other af- 


filiates use 12 percent. 


Advantages as contrasted to a local bank: 


-=- Inereased OrganiZation Size iimeroves bility wee 
} attract and train management personnel. 


-~ Affiliation provides a solution to a management 
succession problem. 


-- Affiliation offers economic benefits to the ac- 
quired bank stockholders. 


=" Credit ana Lunds Mobility. 


-~~ New services. 


G@eweight Characteristics Considered by Bankshares’ Manage= 
Ment to be Advantages of the Holding Company as Contrasted 


to or Different From Direct Merger 


ee rn eee re 


branching opportunities. Flinn explained that the Virginia 





banking code limits de novo branching to the immediate geo- 
graphic area of a bank's home office. For example, he pointed 
out that a Richmond bank merging in another city cannot 
establish any more branches in that city after the merger 
because Richmond was the home office of the merged bank. On 
the other hand, a holding company can acquire an affiliate 

and the affiliate can continue to branch since it remains as 
amlcgal entity, a separate bank, even though it is a member 
eee holding company. According to Flinn, this dispanity am 
fe nove branching Opportunities is not an over-whelming ~ad— 
vantage in the short-term. He did think, however, that it 
could be quite a decisive advantage in the long-term. Further, 
mee speculated that there is going to be pressure applied by 
those banks following the merger route to change the state 

Pam ing code to give merged systems the same de novo branching 


freedom that holding companies now have. 


em mr ee ee 


Eeweeie merged Form. In support of this point, Plinmeysaud 

that both the holding company and merged system share many 

of the advantages attributed to larger banking units: (1) 
Sencralization of support functions; for example, purchasing 
of supplies and system advertising, and (2) use of specialists 
fem trust, legal, one accounting, data processing, and otaen 


Services. Flinn continued: 





a 


"My feeling is that selection of 
an organizational form will in time 
(perhaps not initially) be primarily 
a matter of economics. That is to say 
initially the selection of an organi- 
zation form may be based on evaluation 
of factors (i.e., legislative) then 
existing, but in the final analysis the 
choice will be proven out by economics. 
For example, if a holding company can- 
not operate just as effectively and 
efficiently as a branch system, then 
there iS no reason not to make the 
holding company one merged institution 
(assuming this is feasible as it is in 
Weleracy aden) ne" 


According to Flinn, the experiences of Bankshares, and the 
growth of holding companies in Virginia and elsewhere suggest 
that the holding company form is generally competitive with 
merged systems, or if not there are other factors which tend 
Be Offset any operational inefficiencies--for example in Vir- 


ginia, the de novo branching advantage. 


SS Sy Sameer RE A 


Mmeeotal. Flinn illustrated this point by wsaying that Bank- 
shares can finance either at the een level 8 at the hola] 
micgmcompany level. He added that an important benefit of 
financing at the holding company level is that capital can 
Peeralsed more cheaply than at the affiliate level. 
Flinn continued: 
"The potential of the holding com- 
pany is to maximize leverage, using debt 


financing €O a Greater extent: Enaleeiaeouca 
a bank. After all the examiners who examine 





banks are going to be more restric- 
tive on how much debt they are going to 
alloweaebank touzssue. They woul eunot 
have the same concern about a holding 
company since we do not have any de- 
DOsttons.. Les faci ferent Ehwacqes 
Wome sUITCe is Lt Sie weal le Giles mine merrier 
to do with the banks. We are just the 
Seecknolden. | EMemaeoctdolder Calmce 
broke, but the bank is still in opera- 
aren. 


In addition, Flinn said that a holding company can raise 
money in a way a bank can not. For instance, a state bank 
in Virginia (this happened to State-Planters) cannot issue 
meek CXCeEpt under stock options, Or in a Sale for Casi) Gameco 
another bank's stockholders in amerger. State-Planters Bank, 
he said, wanted to acquire land for a building and the party 
mice owned the land wanted a tax-free transaction. The bank 

! 


could not give him their stock, as such transactions were 


prohibited. So he was given holding company stock, and it 


meiewa tax-free exchange, i.e€., property for property. "This 
1S one example," Flinn said, "of how a holding company has 
Meme flexibility." In addition, he indicated some other Ways 


@eae molding companies can finance with more ease Chan a Ddank- 
For example, a holding company can issue convertible deben- 
tures, preferred stock, and short-term debt and commercial paper 
moesO —- 100 day maturities. 

HemeOnelnMed: Oy Saying - 


"We could issue short-term debt 
Ab aucace we wanted and that. emer e 
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would permit. If a bank tried to do the 
same thing there would probably be a 
limitation on the rate. if the debt 
instrument was construed as a deposit 

by the Federal Reserve Board then it 
would be subject to reserve réquire- 
ments and to the rate limitations of 


megulations QO. iedon tetniniceeny 
holding company yet has maximized the 
possibilities. But every now and then 


you see where somebody has used one." 

Greater flexibility in expansion. “Iwo factors a7 ae 
cited by Flinn which provide holding companies in Virginia 
with more flexibility in expansion: (1) expansion can be by 
either acquisition of a bank as an affiliate of the holding 
company, or by merger of a bank into an affiliate of the 
holding company, and (2) the option to either acquire or merge 
provides an opportunity for holding company management to 
select the most likely route for regulatory authority approval 
of the planned expansion. Continuing on these points, Flinn 
observed that the holding POnpany has the opportunity to 
choose the method which has the best ‘chance of regulatory 
agency approval. On the other hand, merged systems would 
-have the problem of changing their charter from national to 
State, or vice Sees if they wanted to change the route for 
approval. He felt that many merged systems would be reluc- 
emt to switch charters back and forth just to pick the mest 
imiciy path £or approval of thelr application fon merger em 
this reason, Bankshares has an advantage of added flexibility 


Mocoultrigqsasplications, In addition, he felt tharerunc 





eeeoutunity tomehnoose the course of least resistance wacranm 
important factor in their acquisition of the Seaboard Citizens 
Bank of Norfolk. ee Flinn discussed one other method of 
acquisition open to holding companies not open to merged systems. 
This is the "phantom bank" device, which he stated no one else 
in Virginia, to the best of his knowledge, has used. In de- 
scribing Bankshares use of this device for the first time he 


stated: 


“We set up a shell corporation, the 
phantom, under the title of a bank, 
mominally capitalized, to exist Om paper 
only. The scheme is that the existing 
bank will merge into this shell corpora- 
tion--this phantom. Application was 
made to the Federal Reserve Board to 
acguire this phantom, and in this 
particular case, we also applied to the 
Board for permission for this phantom 
to merge with an existing bank. There 
were two applications but for one pur- 
pose--to acquire a bank in Williamsburg. 
With an exchange offer, which is the 
more normal route, stockholders have 
the option of taking 1t om Meaving 1c; 
and usually you end up with some minority 
interest. These are not necessarily 
People we Walt e@ spam Ot alc uw Gc ama Une 
some were dead, traveling, unlocatable, and 
SO f£Omen.” | 


Since the phantom bank technigue is processed as a 


merger it has two advantages. First, it eliminates minority 


* seaboard Citizens Bank of Norfolk was acquired as an 
meri liate in January 1967 through consolidation with Merchane.e 
and Farmers Bank of Franklin which had been previously ac- 
quired as an affiliate in January 1963. 





miterest. Second, Steck issued in exchange for the acquici— 
tion is exempt from Securities Exchange Commission registra- 
mon, and this 1s a substantial cost savings lmecomparisens co 


eamexchange offer. 


Local autonomy for acquired affiliates. Flinn stressed 
that local autonomy of affiliates of Bankshares has two tangi- 
ble benefits. First, Bankshares was intended from the start 
bO be a joint effort or partnership affair. Each of the 
Original partners was represented on Bankshares' board of 
directors and, therefore, had a say in the policies of the 
Organization. In addition, while each new joining bank was 
not necessarily to be represented on Bankshares' board, it 
was planned to have a committee of presidents which would set 
the policies for the type of services which the holding com- 
many would give to affiliates. In this way, Flinn continued, 
the holding company form of organization, which is decentralized 
by nature, waS ideally suited for implementation of Bankshares' 
participating management philosophy. 
"We try to get together at least 

once a month with the presidents com- 

mittee and talk about problems, policies, 

and new services that Bankshares should 

provide. Thus, we have aejomme effore- 

(1) to become a statewide organization, 

(Zero butid a largereorgant zal ones 

order to make bigger loans to Virginia 

businesses, (3) to extend new services 


throughout the system, and (4) by pooling 
resources to provide special services, 





such as in the computer area, of 

a quality which no one bank could 

ac hore 

second, Flinn said that local autonomy @mer atriniiarec, 

coupled with a participating management philosophy at the 
holding company level, was an important factor in attracting 
new member banks to the Bankshares organization. According 
to Flinn, there were some banks which would not join a merged 
system because the presidency of the merged bank would be 
eliminated. In addition some of these same bankers would not 
join a holding company unless they were assured that there 
was, in fact, local autonomy at the operating level. Flinn 
Said that it is hard to convince some bankers interested in 
joining the holding company because they don't believe what 
is said about Bankshares' method of opverations--they have 
talked to someone else who went with another holding company, 
and they have heard discouraging things. "All holding com- 
panies are different", Flinn continued. "We feel that local 
autonomy and our management philosophy is a very important 


aspect in attracting banks to our enterprise." 


Local identity of the atiiliater Ss Mammedu tcc mc 
cording to Flinn the fundamental philosophy of group banking 
more nearly meets the test demanded in the compromise between 


Virginia's traditional concept of unit banking and the state's 


need for larger banking organizations. Holding company 





affiliation does not remove a bank from the local scene. 

The community continues to deal with the same corporate entity 
and corporate officers. Flinn believes that this tends to 
minimize any changes in the bank's service area since local 
Management and local boards of directors continue to exercise 
daily supervision of the affiliates operations. The bank's 
GSinrcers and directors retain full responsibility (actually 
and legally) for the bank's operation. 

In addition, Flinn believes that with directors repre- 
senting one stockholder (the holding company) there is likely 
to be more directed response from directors of affiliates, 
meee, No accommodation of multi-group stockholders is needed: 


“Most of our banks are 100 percent 
owned except for directors’ qualifying shar- 
es. The exception is a very small minority 

wht whet-s basic rights are guaranteed by law. 
Naturally we safeguard them too for we don't 
Want “EOege tO COUmee, Thegeemnt loans: 
where you have basically one stocknolder 
who speaks with one voice, the directors 
representing the stockholder, who is only 
one, are naturally more responsive to the 
stockholder's wishes. Directors do not 
represent different groups of stock- 
holders with divergent ideas. Also, 
with@emly One StOGwnOl dea 1S eae not 
natural to be more attentive and re- 
sponsive to his wishes? After all he 
owns the bank, lock, stock and barrel. 
inva pualacly ownhedmeorporatvene, ou 
don't have this. Neither do you have a 
stockholder who advises and counsels 
the directorate. The stockholder can't 
be capricious and the directors can't 
be arbitrary im a hollGing company voce 
up. 1 





Decenerall zed decisionmaking Ombre rs smOre £ hex bai ney 
pid Opportunity Chan the typical braneh system. Gling 
stressed this aspect of holding company operations because 
meswas inherently more attractive to management personnel, 
moc 1t Offered a better environment for developing succecce: 
management talent within the industry. Thus, he said that 
the holding company form appeared to provide the better solu- 
tion to the problem of Successor management. 

The unigue aspect of the decentralized management con- 
Gepe in holding companies, Flinn pointed out, is the legal 
peels on Gach affiliate s board of direcrors, Whis Meqall 
Status of constituent bank directors is a very real force in 


promoting and maintaining decentralization of management. 


am at a eS eee 
rt tt rm ee ee mes 
a a am re 

sem mt ne ke rm me meee 


ne ee ee me er em wee ee 


Boeeent. An economic advantage pointed out by Flinn was that 
monm-member holding company affiliates continued to operate 
with 10 percent reserve requirements on demand deposits in 
Hieu of the 12 percent (country bank) or 16 1/2 percent (re- 
serve city bank) if they were merged into a bank which was a 


member of the Federal Reserve System. This advantage to 





Bankshares’ three non-member banks in 1964 was estimated as 
$640,000 in reserves, potentially worth some $38,400 in 
income. 

Flinn pointed out that each holding company affiliate 
was required to use the reserve rate applicable to its own 
locale. Thus, only those affiliates headquartered in of- 
fFically designated "reserve" cities need to apply the higher 
16 1/2 percent reserve city rate. The other member banks 
could use the 12 percent country bank rate. On the other 
hand, a merged system with an office,not necessarily the . 
head office, in a reserve city was required to apply the 
16 1/2 percent rate to the entire bank regardless of the bank's 
various office locations. In 1966 this advantage to Bank- 
Shares was reported as being worth, potentially, $360,000 
in income a year (at 6 percent), i.e., if the 16 1/2 percent 
iPiee were required on all Sica eee as in a merged system 
wae an Office in Richmond, additional reserves of $6 millon 


would have been required. 


The Five Characteristics Considered by Bankshares' Management 


emece Advantages of both the Holding Company and Direct Merger 


as Contrasted to a Local Bank in Virginia 


Increased organization size improves the ability to 


attract and train management personnel. One benefit seen by 


Se EE SE ee 


Bankshares was that through increased size a holding company 


“* 


“t 





could better compete in the labor market for executive 

Pe ilent did (have: ele "start and organi Zaeiton te Under eake semana 
ing programs to help speed the development of personnel enter- 
ing the banking industry for the first time. As Flinn ex- 
Peoined, the holding company form has two things to offer 
which are generally sought by the young executive. First, it 
has a large decentralized organizational structure which has 
more top executive positions than a comparable sized branch 
@aganization, i.¢€., each member bank has a president. Second, 
ieeger Organizations generally can affor@ to offer training 
and employee benefits that are superior to those provided by 


small banks. 


mmm en ee ee ee 


Eeemmanagement succession problem. Flinn allustrated this 
point by saying that most of the banks that approached 
Bankshares on an unsolicited basis had management problems, 
i.e., top management was nearing retirement age, and there 
waS no one underneath who could capably continue the opera- 
iron. According to Flinn, three banks that had joined Bank— 
shares had a management succession problem. Affiliation was” 
described as a practical solution to the problem since the 
holding company could provide capable manayement. In each 
of these three cases the holding company provided a new pre- 


Sident from within the system. 
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pequired bank's se@eknolders. Pilinn Saad thac) the monetary, 
aspect was considered as important and, in some cases, a 
decisive influence in acquisitions. He illustrated this 
Situation by pointing out that Bankshares' acquisition policy 
was to acquire affiliates, wherever possible, on a book value 


basis, i.e., Bankshares' book versus the acquired bank's 


3 


book . Most of Bankshares' acquisitions have been on this 


basis. The economic benefit to the affiliate's stockholders 
resulted from the fact that the stock of many small banks in 
Virginia generally sold below or at book value, while the 
holding company generally sold above book and had been as 
high as 200 percent of book value. He said: 


"Assume you are a large holding com- 
pany or a large bank and your stock is 
selling at a substantial price above book. 
You Gan affomds to offer somebody beck 
for book and at the same time give hin, 
Sag LOO percent appreciation one what 
he can get for his stock on the mar- 
ket. One day he has stock certifi- 
cates worth $100 and just by joining 
you Ima merger or holding company 
his stock is immediately worth $200. 

It is hard to gauge the influence 
that this has, bout 2t 1S impomeame:. 
It may be the real clincher. We 
also talk to management about local 
autonomy, tell them how we operate, 
etc. We tell them the two or three 


eo eaned stockholders’ equity adjusted to reflect cus- 


meme ValuUaEILON Of assets. 





nS 


requirements that you have to hammer 

on: (1) that their board is responsible 
for running the show, (2) that Bankshares 
as a stockholder is basically a service 
organization, (3) that we are interested 
in doing bigger and grander things and 
most importantly to earn some money for 
our stockholders. But, who knows really 
how much impact philosophy has versus 

lenewd@ Lana. 

According to Flinn, this profaiec Opporeunaty Mmomllcae 
iiikely to aGevelop today. With all the bank acquisition 
activity in Virginia some small bank stocks have appreciated 
iMimeprice, GCliminating the dramatic profit of four or five 
years ago. Some stockbrokers have been buying up small bank 
stocks because they felt that they were a likely merger candidate 
or holding company partner, and this has pushed the stock 
price up. So while there may be an exchange premium in some 
acquisitions today there are not the tremendous profits of the 
Samisger years. This is more likely to be the case for the 
smaller banks with management succession problems because 


according to Flinn, it is difficult to get capable management 


for banks with offices located in small rural areas. 


Credit and funds mobi Tit) is Valea cage mo mee 
Melaing Company. As explained by Flinn, holding companies, 
like merged systems, have the capability of pooling lending 
resources among affiliates to serve the growing credit require- 
ments of industry. To facilitate the flow of funds through- 


out their system, Bankshares had developed a loan participation 





Beocedure and Cneeuraged 1ts Banks Lo jpce-cllear Marge wloanc 
Ince need to be Saared tCnrougnouE sence System. Lt wach ania 
Opinion that the use of rapid communication devices, central 
credit files and charge cards, plus the efficient use of data 
processing equipment will ultimately remove any advantages 


branch systems now enjoyed in the area of credit mobility. 


NeweservicCes sh linn stated. tidak ene iol cd ingmec Ole cian, 
could provide a greater range and depth of banking services 
femene Virginia citizens than a typical unit bank. in “ad@alitwenme 
the quality of the banking services could be improved. He 
explained both of these benefits stemmed from the ability vem 
the holding company to employ specialists in areas such as 
trusts, industrial accounts, and data processing. Examples 
of the expanded services of Bankshares in the 1962-1966 
period were: (1) Municipal Bond Department, (2) special con- 
sultants for women, (3) Public Funds Section, (4) Professional 
Services Program, (5) College Tuition Loan Program, (6) Com- 
puterized Payroll Services Program, (7) One Check Payroll 
Emogran, (8) Marketing Department, and (9) a credit card pro 
gram presently in the planning stage. 

Flinn recognized that merged systems also are capable 
of providing expanded services. He continued: 

" Girect Comparison, Nnowevenr yon 


holding companies and merged systems is 
Gi fftleuli.. thas would depend conse: 





service objectives of management 
and the needs of each market area. 
gene Techie le Miomietsc 1 ctoaligailicyy Kcjoreiaelis 
INGeipaatarwhy Tn NortiTein.) Vice Lima 
emphasizes consumer business. There- 
fore, their service structure would 
Bemguice CGClrreCrente trem, say.) tines 
and Merchants, Operating largely an 
the Central and Tidewater Virginia 
areas, which caters, ina fairly 
balanced manner, to both consumer and 
madaserial accounts... 
Disadvantages of Expansion by Holding Company 
Flinn stated that there were only a few arguments in 
favor of the merged form of expansion that were considered 
by the founders of Banksnares in selecting the holding com- 
pany route. These factors are summarized below. 
-~- Securities and Exchange Commission regulations. 


-- More complex multiple corporate organization. 


-- Subject to regulations of more than one Federal 
Supervisory Authority. 


-- Lack of a single corporate image in the marketing 


GOnecext. 


securities and Exchange Commission regulation. Flinn 
explained that at the time Bankshares was formed banking was 
not subject to the reguirements of the Securities Acts, enc 
registration and prospectus requirements, annual and periodic 
feporting requirements, proxy and financial reporting requires 
ments, and insider trading naUTEAN ORGS) With the Securities 


Acts Amendments of 1964, banking was brought under the Acts 


E@eenat today banks, for the most part, are subject to the 





Same securities rules as holding companies, and what differences 
moat Exist are narrowing. The disadvantage Plinn pointedsour 
was that banks still deal exclusively with their respective 
gegulatory agency for serene regulations as well as other 
matters, whereas holding companies report to the Securities 


Exchange Commission as well as banking agencies. 


More complex multiple corporate engani zation. ente 
cussing this factor, Flinn explained that the merged form has 
the advantage of having the most simple corporate structure, 
i.e., one board of directors and one senior group of manage- 
ment for one corporation. This type of structure simplifies 
petcy formulation and execution. Examples of the types of 
problems which can be more easily avoided in the merged form 
ome: (1) diffused authority, (2) internal conflict at the 
Hemagement level, and (3) administrative complications, 1.e€., 
separate records for each affiliate. However, Flinn said that 
these disadvantages can be overcome because the range of manage- 
ment control open to a holding company can be used to achieve 
the same general results as under the merged form. Further, 
Peemadministrative problems of the more complex corporate 
SeganiZation of the holding company are offset by other advan- 


tages of the holding company form previously discussed. 


visory Authority. Flinn saw this as a complicating factor, 





because supervisory agencies tend to see some things in a dif- 
Fev etit way, and this can complicate policy. For example, 

Flinn said that national banks were subject to requirements 

of the Federal Reserve Act and the FDIC Act, eee all mem- 
bers of the FED and the FDIC. National banks, however, were 
Mmeeulated, Only by the Comptroller, e€.g., examinations, branches, 
mergers, and “incidental powers" such as mortgage companies. 

In addition to these factors there were minor differences 
in regulatory policy with regard to capital requirements, loan 
Imes, etc. Furthermore, the Comptroller's ruling allowing 
national banks to own a mortgage company, which involves the 
question of banks owning stocks and of possible violation of 
branching laws was seen by Flinn as a major difference, which 
was disturbing to many people. In this case a holding company 
could not operate a mortgage affiliate, but its national bank 


merailiate could. 


Meee. Tne identity factor, Flinn explained, works both for 
and against the holding company. It is an advantage in some. 
local markets where tne banking relationenies) cond to be 
highly personal and the customer has a banking association 
ema long-Standing nature. On the other hand, the single 


corporate image of a merged system or a holding company which 





Peeicea standard ertidiitaee Tdenerrical ton Give. mcrine Midn 
ime) tends to be an important Marketing Characteristic an 
other areas and to other types of customers. For example, 
meee urban customer May be more attracted to a large branch 
system for the uniformity of services he receives, i.e., his 
account 1S good in any branch in the market area while in a 
holding company each affiliate is a separate bank. fThis 
Bepearcate identity problem of holding company affiliates, Flinn 
continued, can be offset to a degree by having wire service 
verification. In addition, Bankshares and some other holding 
companies have developed an identifying corporate symbol for 


use by each affiliate for market identification. 
IV. SIGNIFICANT FACTORS IN BANKSHARES' EXPANSION STRATEGY 


Flinn discussed four significant factors in Bankshares' 
expansion strategy. These factors are identified in summary 


form below. 


-- Expansion was directed toward growth 
areas, with emphasis on the Virginia 
Urban COtcridor trom Wasciington, 3D ase. 
south to Richmond and east through 
Williamsburg, Newport News, and Norfolk. 


-- Acquisition strategy was to acquire a 
a leading bank in an area, if possible 
a bank with deposits over $10 million. 


-- Emphasis was placed on local autonomy 
and a decentralized management philo- 
sophy. 





-- Acquisition policy was to deal directly 
with and through management and not the 
shareholders of prospective affiliates. 


Expansion was directed toward growth areas. Flinn 
Bema that a growth area was defined as possessing above 
average potential in population and industrial expansion. 
Emphasis was placed on population growth because banking 
growth comes along with people, and industry tends to move 
where the labor supply is abundant. He said that the growth 
area in Virginia for the past 10 years was in the urban cor- 
ridor, south from Washington to Richmond then east through 
Williamsburg to Newport News and Norfolk. Nearly 50 percent 
Gi the population lived in that belt at the onset of Bank- 
shares’ operations in 1963. 

Four of the original six affiliates were located in 
this urban corridor, Flinn explained. Two banks were located 
in the Washington metropolitan area, one in Richmond, and one 
in Newport News. The fifth bank was in Lynchburg, a major 
metropolitan area in Virginia. Lynchburg was seen as a key 
G@eye Et had good industry and above average growth poten-— 
meal, SO, Flinn explained: 

"Bankshares was interested in 
going into other cities that were not 
im Ene COen1 der Am oreer to become state— 
wide. Yet, we were not interested in 
picking small country banks, because 
they do not have growth potential in our 


Oprnion, andsserve only easyer, lam eed 
area." 





ihe saxth bank among the regreonal “affiliates waceu 
Franklin, a small community south of Richmond. According to 
Flinn, this bank was an exception to Bankshares' growth stra- 
ie y « 

Speaking further about low growth areas, Flinn observed 
that one major system in Virginia was merging banks through- 
Out the state in small rural communities. 

"I don't know what they see in 
este tcl ce Sy ny ee lteter icra 
Ghia t pene y Calin alee wc ln cl Come taciae 
it so that it 1S going to earn so much 
on total assets. We feel we can do the 
Same thing, but we are interested in 
growth rather than just keeping a small 


branch that is never going to amount to 
eliny eli dnc a 


Bequisitiron strategy was £O acauime a lcadume Vea 


! 


fimedkea, if possible a bank with deposits over $10 million. 
According to Flinn, the first phase was based on putting to- 
gether a group of banks in key locations in growth communities. 
"At the outset we were particularly interested in getting the 
leading bank in a community--one with a good reputation, good 
management, and one which was well established. We wanted to 
create a strong group." Yet, he continued by saying that the 
strategy was to put together a package which was not too big 
SeeeOOo small, i.e., one which would get through the regulatory 


maze. "We just made it," he emphasized. "Any greater size in 
our original package would have probably been turned down. The 
"Fed" just does not react kindly to large holding company forma- 


rons. ° 





While Bankshares was interested in the largest bank in 
aiparea, Flinn Said chat they Kaew practically speaking 7 )eney 
Gould not get the largest bank because the Federal Reserve 
would not approve such a combination. But he continued: 

"Bankshares did get the largest bank 
in Northern Virginia (First and Citizens 
of Alexandria--$61.8 million in deposits), 
the second largest in Richmond (State- 
Planters--$220.3 million), and the second 
largest in Newport News (Citizens and 
Mamie JChEerSOn——sllen oma mom | en cael 
Lynchburg (First National Trust and 
Savings==S33.6s0uilacn) 

However, after the initial organization of Bankshares, 
Flinn said that the size of any subsequent acquisitions be- 
came a more important consideration. He explained, "We did 
Mer think that we could continue to acquire the dominant bank 
in other communities because the regulatory authorities were 
@encerned over large bank combinations. The rules were chang- 
Meee .c., court cases and agency decisions. Other groups 


t 


were active, too. He said that Bankshares acquisition of 
the largest bank in a community would be looked upon as 
m@meting the smaller banks at a disadvantage. But if Bank- 
shares proposed to acquire one of the smaller banks the 
chances for approval would be greatly improved. However, 
Bankshares generally was not interested in looking at smaller 


banks, under $10 million in deposits. Flinn said: 


“You have more problems with banks 
uncer  »lOemitilion and have eo spend Mere 





time working with them. We have a 

small staff whereas Virginia Com- 

Menwed LEN dnc Shes aVverecdinla —Operate, 

by wand, Marqe;owith gay hance se Game 

company Staff. A larger staff allows 

them to acquire more smaller banks." 
Flinn added that given a choice (and others would probably 
feel the same way) Bankshares preferred banks over $25 mil- 
lion, since they can be staffed and equipped to take care of 
day-to-day operations without detailed supervision. He con- 


lermued : 


"In such cases these banks run 
themselves except for some of the 
sophisticated services that the 
holding company can give them, i1.ée., 
Supplying capital, helping in taxes, 
insurance, accounting, purchasing, 
investment portfolio, marketing, 
and computer applications." 


me eee 


ra rr mn mem ee ee ee ee 


According to Flinn, Bankshares’ decentralized management philo- 
sophy had been successful in attracting the well managed, pro- 
fitable bank to affiliate with the holding company. In his 
Opinion the banker operating this type of bank generally was. 
ea strong individual who did not want to give up any measure 
@mmoperating responsibility. Therefore, local autonomy stem-— 
img From a Cooperative management philosophy was very helpriut 
Miattracting additional partners. 

Banks interested in joining Bankshares were told that 


the holding ccmpany retained central direction in the following 





areas: (1) changes in top Management (the top two) and their 
salaries; (2) “dividend policy; %(3) matters which could wre oma 
in a conflict of interest, and (4) purchase of fixed assets 
or leasing new offices. Affiliates were authorized to spend 
up to their depreciation for new assets, but anything more 
required approval by the holding company. In this way, Flinn 
explained, Bankshares coordinated real estate and purchases 
of major assets throughout the system, i.e., Bankshares had 


mersed 512.5 million to meet affiliates’ plans for expansion, 


eee eee ee SO ee 


with the bank management. "An acquisition cannot work well," 
Flinn explained, "without the full cooperation of the management 
of the bank being acquired. Our philosophy as a holding com- 
pany has been that the prospective affiliate's management was 
femrun the shop. If you don't have him on your side you might 
as well forget the acquisition." Because of this factor, he 
said that Bankshares made no effort to go around management 

and talk to the big stockholders if it appeared management 


was reluctant to join. 


Vee HIGHLIGHTS OF OPERATIONS DURING THE 1962-1966 PERIOD OF 


EXPANSION BY HOLDING COMPANY 


This section of the report contains statistical data 


on the results of Bankshares’ expansion during the 1962-1966 





Pomiod. Table A-iers aecaronologiecal iste or accqulecirioncr 
oct able Ali VS “a ssulmary Or New Marketing aneasweneecad 
pme new Services offered during the perltodwor ez pansien, 
maple A-ITI is a summary of operating Statistics for the 


mears 1962-1966. 
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1963 


1916 3 


196 3 


1916 3 
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1964 


916 4 


w965 


265 


1966 


16 6 
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TABI eat 


OF BANKSHARES' ACQUISITIONS AND AFFILIATE MERGERS 


ewer eee ae 
rm rg tg 


Acquired Bank 
Deposit. Size 


(millions) 

State-Planters of Commerce and 
Trust, Richmond 522077306 
First and €itizens Navgionel 
Bank of Alexandria 6G a2 
First National Trust and Savings 
Bank of Lynchburg 33,920 
Citizens Marine Jefferson Bank, 
Newport News LS 7655 
The Vienna Trust Company, Vienna E> 7 6 
Merchants and Farmers Bank of 
Franklin 4,903 
Citizens National Bank of Hampton 
(merged into Citizens Marine 
Jefferson Bank and name changed 
to Citizens and Marine Bank) 6, 6.3 
Shirlington Trust Company, Arlington 
(merged into First and) Citizens 
National Bank) 12,845 
Tri-County Bank, Mechanicsville 
(merged into State-Planters) 1S os 
Peninsula Bank and Trust Company, 
Williamsburg 227 eS 
Rockbridge Bank and Trust Company, 
Lexington Orc ag 
Spotswood Bank, Harrisonburg Loos 
Seaboard Citizens National Bank, 
Norfolk (consolidated with Merchants 
and Farmers Bank) Lil; S06 

Total Deposits Added 


$554,031 


Total Banking Offices Added 


es 


Banking 
Offices 
Added 


Ly 











Peon: 
TABLE A-II 
UNITED VIRGINIA BANKSHARES 


EXPANSION RESULTS: NEW MARKETING AREAS AND NEW SERVICES 


1. Twenty New Marketing Areas 


= gveissouhes. - Virginia Beach 
- Alexandria = @hesapealvcus 
- Newport News oe) aerials 
- Franklin - Hopewell 
= apron - Holland 
ae ie leee en - Richmond 
= lNeinonieie (Collie? = Yor Coumm, 
- Lexington - Falcrtaxs Coun, 
—ehuarhisoneurcd - Williamsburg 
- Norfolk - Petersburg 
2. Nine New Services 


- Municipal Bond Department 

- Special Women Consultants 

- Public Funds Section 

- Professional Service Program 
= College Tultion oan weeoguan 
- Computerized Payroll Services 
- One Check Payroll Plan 

- Marketing Department 


- Planning Credit Card Business 


i 
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TABLE A-III 


UNITED VIRGINIA BANK SHARES INCORPORATED AND AFFILIATES 


SIX YEAR 


FARNINGS 


Interest on loans. .. os 
Interest and dividends on “securities 
Other income ‘ a 

Total Operating Income eee? 6% 
Interest on time deposits. : 
Salaries and employee benefits 
Other expenses : 

Total Operating Expenses : 
Net operating earnings before taxes 
Income taxes and minority interests 

Consolidated Net Operating Earnings. 
Net security profits (losses) after taxes. 
Net loan losses before tax credit 


BALANCE SHEET SUMMARY 


U. S. Government Securities. 

Municipals 

Loans (gross, excluding ‘Federal ‘Funds 'g01d) . 

Reserve for Loan Losses. 

Deposits: 
Demand 
Time 

Total. 

Stockholders' 


SUMMARY 


(Daily Average Figures) 


Equity 


AVERAGE RATES EARNED AND PAID (Taxable Equivalent Basis) 


U. S. Government Securities. 
Municipal Securities 

Total Securities 

Loans. ... -» > jo JE 
Total Earning Assets ees CC 
Total Time and Savings Deposits. 


RATIOS 


Net Operating Earnings to Total Operating Income 
Net Operating Earnings to Average Stockholders' 
Net Loan Losses to Daily Average Loans : 


Loans to Deposits, Daily Average Basis 


Year-end Capital Funds and Valuation —_— ‘Ss Daily 


Average Deposits 
SHARE 


New Operating age 
Dividends ‘ : 


PER 


Number of Shares 
Number of Berio lders 


SOURCE: 1967 Annual Report for years 1963-1966; 
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Equity . 
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Secretary Treasurer United Virginia Bankshares for year 1962. 


1966 
> 31750 


(i 946) 
795 


. S Bo7524 


94,943 
497,774 
8,334 


$97,241 
338,730 
735,971 

58,077 


4.80% 


6.28 
a> / 
6.30 
6.10 
oo / 


$3.49 
i 2 


2,186,434 
7,448 


ISOS 


$ 21,304 
5,431 
4,746 

31,481 
8,642 
8,280 
6,399 

23,321 
8,160 
2,715 
5,445 

(367) 
355 


S 79,066 
67,321 
349,388 
5,100 


322,435 
231,970 
554,405 
44,672 


Wo amu oO1 & 
i 
© 


$3.18 
W2 1.42 


1,711,869 
6,123 


nh 


CONSOLIDATED FINANCIAL SUMMARY (Amounts in thousands, except Per Share data.) 


1964 


$ 16,643 
4,487 
3,978 

25,108 
6,022 
6,545 
5,315 

17,882 
7226 
2,729 
4,497 

22 
521 


S$ 73,484 
49,784 
274,527 
3,733 


285,839 
172,370 
458,209 

38,588 


4.20% 


Dah 
4.81 
6.06 
ore OL 
3.49 


17.9% 
ZO 
Oma 9 

Die 


IOS 3: 


$2.91 
1/2. 1.25 


1,546,910 
5,216 


1963 


$ 13,476 
4,083 
3,411 

20,970 
4,378 
5,859 
4,470 

14,707 
6,263 
2,635 
3,628 


(143) 


165 


$ g1,281 
39,986 
233,289 
2,983 


271,419 
136,420 
407,839 

36,596 


i 
ies 
food 


~ 46 
1.20 


1,474,610 
4,702 


1962 


$ 11,372 
3,837 
3,159 

18,368 . 
3,590 
5,413 
3,842 

12,845 
5,523 
2,269 
3,254 

(849) 
73 


> S97 707 
3 Seo 
201,241 
Zoos 


255,742 
116,304 
372,046 

34,900 


Zeon 
DoW 
367 
os 
4.8/7 
3209 
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APPENDS 5 


THE BANK OF VIRGINIA 
i SPUR Ose 


This material was collected in connection with a study 
ef two banking systems 1m Virginia which Chose ditterenc 
methods of expanding their banking operations on a statewide 
basis, as a result of the enactment of libralized branching 
Megislation in 1962. The two forms Gf Gxpamsi0On sare seus oe 
merger and holding company. This element of the study concerns 
the development of historical information relating to the 
issues which led to changes in the Sener legislation in 
wWarginia in 1928, 1948 and 1962. SpectEteaiiy ei. ergemtemgee 


mmo role of The Bank of Virginia Pnyenes ye] lone 
Ii. HISTORICAL BACKGROUND OF THE BANK OF VIRGEN 


Prior to 1928 the banking legislation in Virginwvagpoes 
mitted banks to establish de novo branches in areas timelighems 
the state. However, The Bank of Virginia (then The Morris 
Plan Bank of Richmond) was the only bank which had expanded 
anto the major population centérs dpart from its homegerans. 
aba peCnonce 

Tne Morris Plan Bank of Richmond was founded in 1922 


by Thomas C. Bone neni sae who had been an oOfLficecesete ed. 


re pp rr SRE SS a RRR A 


‘This report concerning the background on The Bank of 





Case prepared, 1968, by Paul L. Foster, doctoral =eau am 
date. All rights reserved by the Sponsors of the Graduate 
School of Business Administration, University of Virginia. 
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then National City Bank Of New York =) “Mmiterested Sine sccuss. 
ing a Morris Plan Bank in Richmond, he received a franchise 
and financial backing from Arthur J. Morris, who was franchis- 
ing the Morris Plan throughout the country. A Morris Plan 
Bank was a financial institution which accepted as deposits 
only savings accounts and which made only instalment loans to 
individuals. This system of Morris Plan lending was devised 
By Arthur J. Morris, who iS Still a director cf The Baniwoen 
Virginia. In 1910 when Mr. Morris opened the first Morris 
Plan Bank in Norfolk the availability of credit to average 
wage earning individuals was almost non-existent. The original 
approach to the Morris Plan Bank was designed to fill the need 
for credit facilities for wage earners throughout the United 
States who were not receiving this service from commercial 
mamks Of the day. 

The Morris Plan Bank of Richmond opened in 1922. It 
was established with a regular bank charter. It did not, 


however, exercise its authority to take demand deposits or 





Virginia is based on interviews with Mr. Thomas C. Boushall, 
honorary Chairman of the Board and founder of The Bank of Vir- 
@amnia, and Mr. Frederick Deane, Jr., Current President Of eum 
Bank Of Virginia. Paraphrased text and damect quoces aregnee 
to summarize the interviews. This report contains no opinion, 
editorial comment or analysis by the researcher. 


“the bank has had only two chief executive officers 
Since its founding in 1922. The current Giier exccuem eae 
Mr. Herbert Moseley. He succeeded Mr. Boushall in 1959. 
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provide other commercial services. Activities were limited 
to savings accounts and instalment loans to individuals and 
small businesses. Late in 1922 a branch opened in Petersburg, 
and in 1925 another branch opened in Newport News, the latter 
by merger with the Merchants and Mechanics Savings Association. 
In 1928 a Roanoke branch was opened, and that same year the 
Morris Plan Bank of Norfolk was merged into the Morris Plan 
Bank of Richmond as its Norfolk branch. The Morris Plan 

Bank of Norfolk was the original Morris Plan Bene founded 

by Arthur J. Morris in 1910 under the name of Fidelity Loan 
ena Trust Company. 

The fact that only one bank in Virginia was expanding 
statewide in the 1920's was commented on by Boushall. This 
was attributed to the attitudes of bankers at that time and 
to the geographic divisions of the State. Bankers’ attitudes, 
the first factor, were described as being "steeped in tradi- 
tion". For example, a typical comment of commercial bankers 
to the chief executive of The Morris Plan Bank of Richmond 
“concerning branching was that it was poor banking practice 
and an unnecessary risk to have someone else lend your money, 
fee., in the branches in cities distant from Richwond] | ue 
further it was said that lending Co the consumer Was a dan, 
Gerous practice since they were not a reliable Onde oi coe. 
account and since it was likely that this type of loan would 


Mave an Unacceptably high default rate. | On the branche 
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assue, Boushall further commented that bankers falleds ome. 
cognize a branch was not someone else, but was an extension 
Of the main bank. Thus, the branching actives of The 
Morris Plan Bank of Richmond and their entry into consumer 
mistalment loans went against the grain Of Ene Eragacionme = 
commercial bankers in Virginia) These wdevrarions ;eeouamelm 
Said, were such an unusual step away from the norm that the 
Morris Plan Bank of Richmond became an anathema to many bankers 
foeene State. 

The second influencing factor discussed by Boushall 
mes that the geographic and economic division or Virginragecor. 
tributed to the lack of enthusiasm for statewide branching. 
Virginia was divided into distinct economic and geographic 
regions, for example: (1) Tidewater Virginia (Norfolk, Newport 
News, Portsmouth) was maritime oriented, (2) Richmond was 
Eepacco oriented, and (3) Nomeneten Virginia was closely as- 
sociated with the Federal Government. Further, some areas 
in Virginia had closer ties (and in some cases still do today) 
fateh neighboring states, for example: (1) Bristol, Virgaaiey 
aie the far Betenwectonn corner of the state, with Tennessee, ~ 
ema {2) the isolated Basten Shore of Viiginia, with Mary lange 
Therefore, Boushall reasoned that these areas shared few eco- 
nomic, political or social ties and branching across geographic 


boundaries waS unattractive to the commercial bankers. 





However, Boushall explained, to The Morris Plan Bank 
of Richmond dranching was considered an essential element of 
strategy in serving their chosen field--consumer credit. 
Therefore, branching across intra-state regional areas was 
attractive so that the bank could serve the consumer who was 
lecated in Virginia's Mayer populatsenme-neers. 

In early 1928 the Virginia Bankers Associtat tone Weomomoe 
paring to submit to the Virginia General Assembly a revision 
to the existing banking code. This revision, Boushall ex- 
plained, was to restrict the authority of banks to branch or 
merge outside of thehome area of the parent bank, and to limit 
to 4 percent per annum the maximum amount of interest a bank 
could pay on Savings deposits. The Morris Plan Bank of Rich- 
mond, a member of the Association, had not been advised of this 
proposal, which was contrary to many of its basic policies. 
The bank had been paying 5 percent interest Since its founding 
in 1922 and had made known its desires to open branches in 
Roanoke and Norfolk, in addition to its existing branches. 
According to Boushall, the commercial banks saw the 5 percent 
Savings rate as a threat to drain away their savings deposits. 

During the 1928 session Gf the General ioear bl Sem 
@heairman of the Legislative Committee and@ene Secreran, ou 
the Virginia Bankers Association called on the President of 
The Morris Plan Bank of Richmond and suggested that if the 


bank's representatives would support the proposed code change 





limiting savings interest tOss@percent, thevlegqislativc con. 
mittee of the Association would undertake to have the code 
amended specifically to permit branches in cities other than 
that of a bank's head office, provided the cities would have 
a Pinion population of 50,000. This compromise was accepted 
by the Morris Plan Bank, and it was subsequently incorporated 
into the 1928 banking code. 

Boushall explained that an ironic twist to this power 
play by the commercial banks was that The Morris Plan Bank of 
Rachmondad wanted to reduce their 5 percent savings rate, yer 
@euld not for fear of losing depositors. Ttyse happencass: = 
the bank was having a difficult time attracting savings even 
though 5 percent was paid and most Richmond commercial banks 
Bald 3 percent and other areas 4 percent. A large segment of 
the saving public shared the feeling that "something must be 
Peong if the prestigious commercial Danks ere way ing veule. 
to 4 percent and this new bank 5 percent. Thus, The Morris 
Plan Bank of Richmond was looking for a way to solve the "5 
percent rate problem" and, at the same time continue to expand 
fm the more populated areas of the State we ihererorc, sun con. 
promise of rate reduction for limited branching proposed by 
the Virginia Bankers Association was readily accepted. 

Between 1929-1948 competition started to develop between 
the other large banks in Richmond and elsewhere in the state 


and The Morris Plan Bank of Virginia. During this period the 





eommercial banks began to expand Gmto ehevarea Of (conamn 
finance and, in turn, The Morris Plan Banwyon Virgin paemee 
commercial accounts. This competition was to become a signi- 
Ficant factor in subsequent banking legislation. 

During the 1920's and 1930's the @averick Morris Plan 
Bank of Virginia waS not considered a competitor by the more 
orthodox commercial banks because the commercial banks at 
that time made very few personal loans. Generally speaking, 
Deane said that in the eyes of commercial bankers The Morris 
Rran Bank was considered nothing more e@amea bigh—clasom. cue 
_loan company. This attitude, he continued, was aggravated by 
the fact that in the twenties and early thirties banks did not 
consider it ethical to advertise for loans and the Morris Plan 
banks engaged in extensive advertising. Deane explained, 
"Morris Plan banks were characterized as sort of razzle~dazzle 
promoters from the beginning, i.e., they gave away merchandise 
memget accounts, etc. While these practit@es are accep peavre 
today the Morris Plan Banks were doing this at a time when it 
was considered most improper." Deane reasoned that this practice 
re-inforced the view of the commercial bankers in Virginia 
that the small Morris Plan Bank of Richmord was not really a 
benk at all, and certainly not in the same league with emem 
As an aside, Boushall noted that there was no other Morris 
Plan Bank in Virginia after the conversion of the Morris 
Plan Bank of Portsmouth into the Commercial Exchange Bank 


around 1°40. 





As the economic climate changed in the depression so 
did the policies of commercial banks i eyaergin ae boUsii we 
said that commercial banks were not making many loans because 
the national economy was stagnant and commercial customers 
were reluctant to borrow. The depression also affected con- 
Sumer lending, but not quite to the same extent, i.e., there 
Was relatively more demand for consumer credit than commercial 
credit. Boushall recalled that consumer: credit began to look 
profitable to the commercial banks in Virginia since they started 
to move into this area in the early 1930's. 

Before this time SOneze ten banks had shown a general 
lack of interest in the consumer business. For example, the 
American Bank and Trust Company of Richmond opened a consumer 
loan department in 1927. This action had a startling impact 
on the banking community in Virginia and elsewhere. > Yet, 
Boushall said, two factors illustrated a continuing lack of 
interest in consumer instalment loans by the American Bank 
and Trust Company. First, after establishing the consumer 
loan department it was located in the basement of its building. 
mina second, in 1933, when the bank did mez reepen aitver 


the bank holiday,"“paper" from its consumer loan department 





3tn addition, Boushall stated that the National Ciuy 
Bank of New York (now the First National City Bank) came to 
The Morris Plan Bank of Virginia to obtain the procedures and 
forms for establishment of their consumer instalment loan 
Sperations in 1928. 
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Was Offered to The Morris Plan Bank Of @yirqinta——ticme cma 
ofthis paper was approximately $116,000 after almost five 
years of consumer credit business. This amount was negligible 
when compared to The Morris Plan Bank of Virginia's $7-1/2 
million. To further illustrate the general lack of interest 
in consumer credit by commercial banks, Boushall recalled that 
the Morris Plan Bank of Virginia, in 1937, held mere consume 
instalment loans than all of Virginia's commercial banks and 
finance companies combined. And yet another example was an 
effort on the part of a New York correspondent bank to drop 
ee Morris Plan Bank of Virgania'’s $300 7000) line semeereciae 
unless the dangerous practice of auto loans and its planned new 
office construction were BCOneocaa 

As commercial banks moved into consumer credit in the 
1930's, policy changes were initiated at The Morris Plan Bank 
@e Virginia to broaden the scope of services by expanding into 
demand deposits and checking AC Couneee. First, only checking 
accounts of individuals were taken, then commercial checking 


accounts. And just before World War II The Bank of Virginia 





ton 1928 The Morris Plan Bank of Virginia was the first 
bank in the state to buy dealer automobile paper, and in 1935 
the first to do extensive direct (over-the-counter) collateral 
auto loans to consumers. 


>Boushall noted that government insured FHA Home Improve- 
ment Loans in 1934 were a factor which brought Virginia's com- 
mercial banks into the consumer area. 








entered, into the commercial lending veld ein ace veuceme pan. 
tion with the other commercial banks. However, the war inter- 
vened and not much progress was made. Thus, the active conm- 
mercial growth and development phase of The Morris Plan Bank 
@@) Virginia did not start until 194525 On Ganuary Gaels cee 
bank name was changed from The Morris Plan Bank of Virginia 

to The Bank of Virginia in order to qualify more specifically 
For this commercial accounts business. 

By 1948 Boushall said that The Bank of Virginia was 
successfully implementing its strategy of expanding into the 
commercial area in direct competition with the commercial 
banks. It was the only bank in the state which had developed 
a branch system in cities with a population over 50,000, and 
at nel plans to expand into new areas when these areas met 
the population provisions of the branching laws. For example, 
it was expected that Alexandria would meet the 50,000 popula- 
tion reguirement after the 1950 Census, and negotiations with 
a bank in Poles eters initiated. Whits alertedsertnen 
memks to the continuing expansion plans of The Bank Gf yie— 
geaenig . 

To this point in time Deane Said that The Bank or ime 
ginia had grown up “relatively unnoticed” by the other com- 
mercial banks, i.e., because they had not felt that it was 
a legitimate competitor, and because it was Not Until eats 


World War II that The Morris Plan Bank of Virginia became an 








active, aggreSSive COMpet1ltor Of Commercial banks in enewcer. 
mercial accounts area. However, by 1947 the bank had grown 
Erom among the smallest in Virgins aio l7 eee Decone mime 
sixth largest in 1947. Therefore, the expansion activities 

of The Bank of Virginia were seen aS a competitive threat to 
eener banks 1n Virginia who Stil) Wereencrs atch o ee amme 
branching. As a result of this Situation the Virginia Bankers 
Association, for the second time in 20 years, sponsored a 
change to restrict branching, which the press° reported was 
aimed specifically at The Bank of Virginia. Restrictive branch- 
ing legislation was passed in 1948 after a bitter fight in 

the General Assembly. 

There was another factor in the 1948 controversy which 
Boushall said was a matter of concern to those who viewed the 
activities of The Bank of Virginia with alarm. This was the 
euestion -of out-of-state conten Since its founding tues 
Bank of Virginia had been controlled by the holding company 
established to franchise MoxELS Plan Banks throughout the 
Mnited States. As late as 1953, when the control of The ban: 
of Virginia was sold, the holding company still owned 57 percent. 
This factor tended to increase the unfriendly feeling of the 


other commercial banks in Virginia towards The Bank of 





®Boushall noted that editorial coverage in Ene pueee 
favored the position of The Bank of Virginia by a margin of 
yee eo. 0. 





Virginia. It was USeGgby tne opponents Of tne Bani oem alee 
Ginia in the hearings om the) 1943 eqs ietonmcor! Malic acta 
ene of the “alleged dangewsion Ducielinarce 

Over the period 1949-1962 several factors caused the 
Dankers in Virginia to re-evaluate the Veqislaction fsesiea mean. 
expansion of the banking system. These factors were: (1) com- 
petition from holding companies which were not regulated under 
state law, and which were expanding throughout Virginia, (2) 
competition from out-of-state banks which had larger credit 
lines to serve the growing needs of industry in Virginia, and 
(3) the requirement to provide banking services in the fast 
growing urban sections of the state. Spurred by these pres- 
sures seven banks joined together in early 1961 to lift the 
beam on branching. They formulated “fhe Richmond Plan ilace. 
known as "The Virginia Metropolitan Plan") which proposed 
branching in metropolitan areas throughout the state. Boushall 
recalled that these banks were: (1) First and Merchants National 
Bank of Richmond, (2) State-Planters Bank of Commerce and Trust 
of Richmond, (3) Central National Bank of Richmond, (4) National 
Bank of Commerce of Norfolk, (5) First National Exchange Bank 
of Roanoke, (6) Peoples National Bank of Charlottesville, 
(7) Shenandoah Valley National Bank. The Bank of Virginia 
was not included since it had been the focus of the then 


Sarsting pank restrictions. 





Prior to the convention of the Virginia Bankers Associa- 
—i10n in June, 1961, Sponsors of this plan visited bankers 
mencroughout the state tongeneme te sea era else es iene 
changes. Their objective was to gain endorsement of the plan 
at the convention for subsequent presentation to the General 
Assembly in January 1962. But opposition to the plan was 
strong, and during the Virginia Bankers Association convention, 
in June 1962, the matter was referred for study to a special 
committee (The Kramer Committee). Boushall explained that it 
was originally proposed that the Kramer Committee report to 
a special convention of the Virginia Bankers Association in 
November 1961 so that the Virginia Bankers Association could 
bring the issue before the 1962 General Assembly. But this 
special convention provision was voted down under a motion 
by Mr. Harry Nichols, President of the Seuthem Bankwer 
Norfolk. Therefore, any Virginia Bankers Association sponsored 
action to ease expansion restriction was delayed two and one 
half years to January 1964, when the Virginia General Assembly 


would again coo ae Thus, the opponents to more liberal 





‘this Situation, Boushall sardee resulted inthe eran. 
of Virginia's action to form a holding company as a means of 
Mvolding the expansion restrictrtens nsabi—m Unad gyal esate 
three years for possible resolution of the branching issue. 


She Virginia General Assembly meets every two years. 
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expansion provisions were successful in putting off final 
resolution of the issue. 

At the beginning of the 1962 General Assembly, while 
the Kramer Committee was still formulating a position on 
branch banking, the Buck-Holland Bill, which favored statewide 
branching was introduced. Boushall said that the bill was a 
complete surprise to the Virginia banking community. It came 
apout as the result of independent action ot two lege arora: 
Senator Fred C. Buck and Delegate Shirley T. Holland. They 
were presidents of relatively small banks in Virginia. Both 
buck and Holland acted on theiw own, Independent OGeEtens ela 
being made by the Virginia Bankers Association. Im papereculag 
Boushall said that Mr. Holland's motivation was based on the 
meecognition of long run needs of the State of Virgina ene 
also to give banks a choice between merger and joining a hold- 
ing company group. 

The Buck-Holland Bill, which became effective on July J, 
1962 opened a new era of banking in Virginia. The bankers in 
Virginia interested in statewide expansion now had three methods 
memachieve their objective: 


Expansion by merger. 
Expansion by holding company. 


Expansion by both holding company and merger. 





APE END ose 
FIRST AND MERCHANTS NATIONAL BANK 
fT. UbURPOsE 


This material was collected in connection with a study 
of two banking systems in Virginia which chose different 
methods of expanding their banking operations on a statewide 
basis, as a result of the enactment of liberalized branching 
Hegislation in 1962. It is based on interviews with Mr. John 
Green, Vice President and Mr. C. Coleman McGehee, Executive 
Vice President of First and Merchants National Bank. The in- 
formation is presented in the form, of paraphrased text and 
G@irect quotes. It contains no Opinion, editorial comicn eae 
analysis by the researcher. 

This part of the study concerns the experiences of 
First and Merchants National Bank of Richmond (hereafter called 
First and Merchants) which chose to expand by direct merger. 
wine focus of this information 1s on: (1) ehe centeralwiccue ee 
Management's selection of the most appropriate form of expan- 
Pron, i.e., the significant Characteristic. eens tder-os, First 
and Merchants to be advantages of expansion by holding com- 
pany, and (2) significant factors in First ane Mercian le 


pansion strategy, 


Case prepared, 1968, by Paul bL. Poster, doctora seaman 
date. All rights reserved by the Sponsors of the Graduatercemeen 
of Business Administration, University of Virginia. 





Ti. BACKGROUND 


The passage by Che Virgaiiia Gencw mis mb ly jena 
Buck-Holland Bill in 1962 gave First and Merchants and other 
Virginia banks significantly greater Opperetnit too eto mee wae 
e1on. After the 1962 legislation, Stateusde expanslonmecaumsd 
be undertaken by: (1) holding company affiliation, (2) among mu 
or (3) a combination of the two. Before ehaetime olan 
Company affiliation was the only alternative available for 
expanding banking operations beyond the general locality of 
the home office. 

Prior to 1962, First and Merchants had contemplated 
expansion under the Virginia Metropolitan Plan, a plan to 
allow merger between banks in metropolitan areas. However, 
the plan did not gain sufficient support of Virginia bankers 
to be proposed as an amendment to the state banking codes in 
the 1962 General Assembly. One reason for the failure of 
warginia bankers to support the Virginwawict repo Caner eam 
was advanced by Green, a member of a group appointed to gen- 
E~ate support for the plan throughoul the stare He indicated 
that the plan was sponsored primarily by the larger banks in 
Richmond. But to be accepted as a resolution by the Virginia 
Bankers Association it needed support of the large number of 
Small banks in the state. This support was hard to gain be- 


cause of dangers which the small banks felt to be inherent in 
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statewide branching systems. The small bankers were reluctant 
to .give up marketing area protection enjoyed under the 1948 
legislation, regardless of the broader economic benefits to 
the state. | 

First and Merchants, at that point, considered the 
holding company route, but the surprise passage of the Buck- 
Holland Bill gave First and Merchants an opportunity to re- 
consider its expansion plans. AS explained by an officer of 
First and Merchants: 


"We were actively studying the for- 
Mation of a holding company and had re- 
tained the services of experts in the 
field. Our planhane foreasnetermncecon. 
pany had moved right along, but we feel 
fortunate, from our standpoint, that the 
Buck-Holland leqistatiom Ggoeeimtourne 
mill in time for us to take advantage of 
it. That is to say, we had not gone so 
far that we could not scrap our plans 
for a holding company, and embark on a 
program for expansion by merger, as 
authorized under the 1962 legislation. 


On this same subject, we believe 
(we do not know) that if some of the 
others had not gone so far with their 
commitments for the holding company 
form, they would have changed their 
plans also. But, we feel some had 
gone so far that tney)) useecomlcsiee 
back up and they had to go ahead with 
their commitments." 


iT. IDENTIFICATION AND DISCUSSION OF THE PACTORS SCC) o a. 
BY FIRST AND MERCHANTS IN THEIR DECISION TO EXPAND BY 


MERGER 
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Advantages of Expansion by Merger 


. 


Nine significant facvors considered  byerirse aide lem. 
chants' management to be advantages of expansion by merger, as 
contrasted to or different from expansion by holding company, 
were cited by Green. These factors are listed below: 

-- The merged form of banking organization provides 

a basis for better organizational control than 
does the holding veenpany Siem 

=- Expansion by Merger provides way bertc~ CO UE tones 

the problem of management succession. 

-- Merger provides for greater emobl lity of fumece 

-- Merger provides for greater diversification of 

mS. 
' -- Merger provides for increased lines of credit to a 
single customer. 

-- Merger provides for greater financial flexibility. 

-- Merger creates larger individual banking units which 

are better able to attract industry to Virginia's 
growing industrial communities. 

-- Merger provides for greater community services. 


-- Merger provides for economies in operation. 


The merged form of banking organization provides a 


company form. Green stated that the merged organizational 
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form has only one policy Group, its board Of director. wane 
Bre group of senior management Eo Cxecute pel te - eton 
it is more likely that potential problems in policy develop- 
ment and execution can be avoided, and coordination to achieve 
“unity of purpose" can be more readily attained than in an 
©rganization with more than one policy group.  Invacdir16e. 
one Gua of senior management to carry out the policies of 

a Single board tends to reduce the time and effort required 

of management at the local level on policy matters--this, then, 
gives the local management more time to devote to business 
development and service to the customer. 

Green contrasted the single board of directors of the 
merged organization to the holding company, in which each 
bank, being a separate corporate entity, has its own board. 

It was his comment that when the policies of the boards of 
each holding company affiliate vary according to the anda i 
dual desires or enorenes of these individual groups of manage- 
“ment, then the unity necessary to operate effectively agar ge 


banking organization is hard to achieve. 


problem of management succession. "Management succession is 
one of the critical issues facing the banking industry today," 
Green stressed, “particularly as the problem concerns salle 


banks." He cited three general reasons why expansion by merger 
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provides a better solution to this problem than does expansion 
by the holding company method: (1) the merged form requires 
relatively fewer management personnel at the policy development 
and operating levels, (2) larger individual banking institutions 
Pic in a better position to attract and hold young management 
talent, and (3) flexibility in movement of management personnel 
in merged organizations is greater. 

Green stated that the management succession problem 
—Enat confronts each institution today, particularly senate 
and medium size banks, cannot be over emphasized. Under the 
holding company affiliation, in which separate corporate 
identity is maintained, the need of management at all levels 
still exists. Each separate bank will continue to experience 
Gifficulty attracting and holding personnel. This problem is 
less serious in a merged system since only one organization is 
involved. Thus, he said that there tends to be more efficient 
allocation of banking's scarest resource--management personnel. 

According to Green, the larger the single institution 
meme greater the attractiveness to bie younger percen aH. 
illustrated this in several ways. For example, he noted the- 
Bemtiments of the Chief Officer of a bank in a remote, Cumey an. 
area on the problem of recruiting and training programs. Green 
recalled this officer said: | 

"How can I conceivably attract any- 


body to come here and Wve? wier ears: 
profits of the bank are "cone=stned sand 
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because of lack of loan demand it is dif- 

ficult to pay a@ beqinning Ssalauy seomaeencer 

good young management. And, furthermore, 

What is really available here in the com- 

munity to attract permanent management? 

There is nothing here, except what has 

existed back through the century. Young 

qualified and educated people are inter- 

ested in going where they can grow and 

where they do not have a definite ceiling 

placed on their abilities. They do not 

want to come here." 
Green continued by saying that the same problem applies to 
many locations in Virginia. However, when a location such as 
that described is part of a large organization like First and 
Merchants, a young man would be more willing to take an assign- 
ment as branch manager since he knows that top management is 
Evaluating him, and that this is a trasgnang Ground On Istepemnc. 
stone to bigger things. It is not a lifetime job. 

According to Green the merged form has an advantage 
over the holding company in terms of flexibility in movement 
of management personnel. He explained that in a holding com- 
“pany each individual bank is responsible for maintaining and 
Managing it's own personnel, and management transfers can re- 
sult in a situation where a conflict of interests arises be-_ 
tween two corporate identities and two boards of directors. 
In a merged system there is less of a tendency for conflicts 
to arise because the man is a member of one organization in 


the eyes of the personnel committee, the President, the 


Chairman of the Board, and the senior executive staff. He 
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can more easily be moved within the organization. It was 
Green's opinion that the holding company as the prime organi- 
zation, cannot achieve this flexibility in movement of manage- 


ment. 


Merger provides for Greater MoouPiLy ser. een caueee seats 
trating this point, Green said that funds requrrea am onemaee 
can be supplied from another, thereby circumventing the need 
of participation among several organizations, as in a holding 
eompany. In this particular connscelon ance ents pew mew 
emphasiz2d) it is possible for a branch in a high loan area 
fem nave 100 percent Or better or wires deposits invested in 
loans--this could not be done in an independent unit bank or 
holding company affiliate. 

Green noted that a holding company competitor ian the 
Same area, through participation, could (in theory) placesrne 
Same amount of Loans. “But,” he stated, “this does ioe ven. 
joo well in practice since participation muse Go Elrougieen- 
Separate boards of directors of a holding company, and each 
may not react the same way. The extension of credit is per- 
Senal judgment--it is not an exact Sclenes by any Menten ae. 
means." Further he said, “While the holding company could 
Say what will be done in a certain SitUation, the boarnme: 
@irectors of an affiliate is still™required@sy, law seen. a. 


cise independent judgment, or be subject to legal action." 
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Merger promldes for Greqber eda veins ie teats OMe marie as 
According to Green, the pooling of funds in a merged system 
provides for greater diversification in the loan portfolio 


enceanvestment account. 


Single customer. Green illustrated this point by the fact 
that First and Merchants, in 1962, could lend one customer 
approximately $1-1/2 million, because the ability to lend 

to one borrower was restricted by capital structure. And in 
@rder to lend $5 million in 1962 at required mine bankemee 
participate. Today, First and Merchants, alone, can manage 
$3-1/2 million to one borrower; and just a few large Virginia 
banks are needed to lend $5 million. 

In the absence of the merger law, the only way capital 
structure could have been increased would have been by retained 
earnings or the sale of additional stock. It was Green's 
-strong opinion that First and Merchants' capital funds would 
have been much less had not mergers taken place. He also 
stated that First and Merchants is still not the size desired, 


einer in Capital or deposits, 


Merger pwovides for greater finaneval cLlexibility seu 
noted that a group of independent banks are separate entities-- 
independent organizations versus one. When capital is needed 


it is generally needed in aggregate. He reasoned that if there 
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is one capital account, it iS much more easily controlled and 
manipulated than if the account were in many independent units. 


so, for that reason, merger is definitely an advantage, argued 


eae ell. 

"A merged organization is not restricted to selling 
equity," Green said. "It can sell debt instruments or pre- 
Eerred stock." In fact, he thought that a mexged ocgqn17. elem 


probably would have a little more of an advantage when selling 
equity because, in the case of First and Merchants, it would 
be known all over the state of Virginia, and has been known 
ali over the state of Virginia, £O~ enewuedcon Oc anoctom 

for 102 years. He said: 


"To buy First and Merchants National 
Bank stock there 1S acceptability of the 
equity and debt instruments at the local 
community and this would be much greater 
than it would be for a holding company 
that does not identify to any bank. Today 
there is a problem, so the bankers say, in 
the identification of a heading company 
with a bank in the community, 1.e., people 
in the community tend to get mixed up. 
However, this does not apply to a sophisti- 
cated investor, DUE cor ene maior en 
street, it does." 


Therefore, he reasoned a merged organization might have a 
little advantage over a holding company in the sale of equity 
er the sale of debt instruments €6 raise Capital. "for vexanae 
in floating an issue much would depend upon the area in which 
EhRis equity or debt structure was to be held. ds 12 weremie 


be held in Richmond probably the name First and Merchants 
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would be more readily accepted st nan Ene nance wun ted a arg mneee 
Bankshares, a holding company. However, that would not be 
true for the name of First and Merchants versus the State- 
Planters, the lead bank in the holding company. But the name 
of State-Planters does not appear since its stock is owned 

by United Virginia Bankshares. 

In addition, Green observed that it is the peculiarity 
of local citizens to want to own bank stock. But, they want 
to own, in particular, local bank stock, instead of many of the 
local industrial corporations. Therefore, he reasoned that 
a local bank name is a more valuable asset in this environment 


than a holding company name. 


nm rr re 


ee re mm rr cr mmm mee er ee er ee 


industrial communities. "Industry is more naturally drawn to 
the larger financial organizations which can better serve some 


-of their needs," stated Green. Although he said that holding 
company advocates would say the same is applicable to their 
group, the argument is much more difficult to see and the 
details much more involved to handle. He believed, "There 

Mm a natural attraction for large imaustyy to gorwi Eien 
larger financial organizations, because they know from experi- 
ence that they can be better served.” [ne attractions ore 
larger banking organizations to industry are: (1) larger Credale 


lines, and (2) the wider range of services which is generally 


available. 
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A large merged ered 24 Gaxen. Oil iG omae 

the local community specialization in many 

fields, including specialized banking ser- 

vices and loans plus a wide variety of trust 

services, not otherwise available. In other 

words, it makes available at the local level 

the full facilities of the larger institution, 

as each branch office Can periom any and 

all services just as though it were the 

main office. This is something that de- 

finitely can not be done to the same de- 

gree in a holding "cempanyeorganazatt one 
In addition, Green stated, "Direct contact with the specialist 
in the bank of your choice, as in a merged organization, ap- 
pears to give the customer more confidence than in the holding 
company where the specialized services may be performed by a 


bank of another name, or the holding company." 


1 Merger provides for economies in operations. Greco nmemmaas 
several arguments in favor of merger which lead to operating 
economies, such as: (1) concentrating purchasing power for 
Supplies and other items, (2) grouping the insurance coverage, 
(3) more efficient use of automatic data ee eeeerne equipment, 
and (4) improved administration of personnel policies. How- 
ever, he noted that these savings can be offset by the eeu 
associated with new services, improved quality of existing 
services and other factors. For example, Green explained 

that the size of the merging bank, measured by total deposits, 


is a consideration in mergers. A smaller bank usually can 


be integrated into the system with greater ease, i.e., mercer 
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with a larger bank tends to involve problems 2nvolVv ing baie 
tions and personnel in the mergea bank noumally centmatiz eam 
ehe home office. —For example? in Eaticing wobeme cnc so ae tere ie 
©f duplicate or excess persenne! alter wa Merger, sGrcenmocmar 


"Let me say that the hoped for economies 
have not been as realistie as we had thoughe 
they would be, and we have not experienced 
them yet.) (We Mewes Core ise ee) else me ool 
think we would make a very serious mistake 
if we tried to achieve economies through a 
negative approach. I consider reducing the 
merged staff Dy arbitrary Yayo of Emcr 
just saying you do not have a job because 
we eliminated your position to be a terrible 
mistake to make at the local scene. 


In no case have we dispensed with 
personnel services as a result of merger. 
Normal attrition has, tCasecnecancmor me ara 
problem. That has been a policy long 
before to the passage of the merger law." 


Disadvantages of Expansion by Merger 

Only three main arguments favoring the holding company 
form of expansion were considered significant factors by First 
and Merchants in weighing its alternatives to expand by merger 


or by holding company. These factors are listed below. 


~~ Loss of the merged bank's name is a disadvantage 
of expansion by merger. 

-= The change in Status i (ene wile cen soan ie 
board of directors 15 asdisadvaneaceue. expan tem 


Sime r”g cigs 
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-- Restrictions against de novo branchimg in) ehemamea 
of the merged bank are a disadvantage of expansion 


by merger. 


rr rr er ee 


expansion by merger. According tO Geeen ye Parts eoteer came 
how important an existing bank's name can be to the bank's 
management. In many instances bank management does not want 
the name to disappear, and under the holding company route the 
name can be continued." The counter argument against reten- 
tion of the local bank's name, he said is that the First and 
Merchants National Bank (which is over 100 years old) has 

- served the state of Virginia many, many years, and in most 
cases far more years than the local banks. 

In further discussions, C. Coleman McGehee, Executive 
Vice-President, pointed out an additional counter argument, 
which he felt more than offsets the identity advantage alleged 
to accrue to a holding company. In exchanging the stock of 
the local bank for ene stock of the holding colipany, thew locea 
stockholder in the affiliated bank's area is given the stock 
of the holding company which may be, as an example, United 
Virginia Bankshares. Thus, the name of the stock of the local 
‘bank which has been picked up as a part of the holding com- 
pany system is replaced in the eyes of the stockholder. Mf 


this same bank had been merged into First and Merchants, the 
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local stockholders would then have First and revenenee Stock, 
ana the name of the local bank would be First and Merchants. 
Consequently, the Vocal@stvecihelder Biden ttt ay eawec 
bank as opposed to a holding company which may be located in 
some other area. McGehee said that he feels the local associa- 
tion caused by the tie of the stockholders to a local bank is 
stronger and provides just as much motivation and local iden- 
tity to stockholders of a merged system as does the retention 
of the name for a bank which joins a holding company. 

In addition, McGehee said a survey of the Tidewater 
area was made after two years of operation of a merged bank to 
find out if the depositors knew that they were dealing with 
First and Merchants as opposed to the local bank. According 
to McGehee, this survey showed 80 percent of the old depositors 
who had been doing business with the unit bank associated with 
First and Merchants. Therefore, he felt this showed excellent 


acceptance of the merging bank's image in the local community. 


The change in statUs ©: eheweregedmeam ae SOc rcmen 
@urect@rs is a disadvantage of merge. SAnother argumene 4p 
favor of the holding company, cited by Green, is continuation 
of the local board of directors as contrasted to the need in 
mergers to substitute an advisory board. In First and Mer- 


chants there is only one board of directors. An area advisory 


board has been substituted in merged banks, using the same 
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group of men. Green stated that experience with advisory 

Neo dc has been especrally (gead secaulsce ese Peet One cia. 
used as they were previously, i.e., for their advice and 
knowledge of the community and its affairs. The only Signi- 
ficant difference noted by Green was that area advisory board 


members do not have any real legal liability. 


Restrictions against de novo branching in the area of 


sme me ee ee eee 


See ma mm re a ee eee 


Probably tne most valid argument under the existing law in 
favor of the holding company, according €o Green, 25 Ene yaoi 
of the local affiliated bank to continue to branch as compared 
to the frozen situation after merger takes place. For example, 
he cited Lynchburg as a Situation where First and Merchants 
has Bive branches, but cannot have any more--yet Lynchburg is 
growing. On the other hand, a holding company affiliate in 
Lynchburg can branch wherever it can justify the need. 

In the future he hoped--and, of course, there is no 
way of forecasting future events--that this difference will 
be eliminated. He said that legislation is needed that will 
emablle merged systems to brane} emote de 1eVO seaee ade (although 
mhat may come), but at least to the seme=extencetiarvasmomcs 


ing company member can now branch. 


HV. IDENTIFICATION AND DISCUSSIONS CE Sta a eee roe 


FIRST AND MERCHANTS' MERGER STRATEGY 





Cade 


McGehee and Green discussed five significant factors 
inthe merger strategy Of First and Merchants. 9) Mies face ms 
are listed below and are subsequently discussed as they were 
Belated to the researener, 

-- First and Merchants' expansion plan was to 

merge only into areas where the growth rate 
of the area will keep pace or exceed the 
growth rate of the system as a whole. 

-- An objJeG@Ctive I menuger wacom Ome once ie 
ELOM ius book value and earnings but give 
“fair value". 

-- Strategy was flexible because future mergers 
may be difficult due to increasing competition 
for the remaining banks available for merger 
and due to the attitude of the regulatory 
agencies. | 

-- To offset de novo branching eye server om—oma 

the merged area, merger partners with branch 
offices are preferred. 

=a TO offset the loss of the merged bank's board 

of directors an Area Advisory Board is es- 


tablished. 


mm mmm cr Se eee 
pm eee ee ee 
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er exceed the Growth pares o) sete m Ss ore eee secs) Oe mmren camila 
lated by Green this was to be accomplished by expansion through 
merger, primarily in urban and industrial dreas cthroughoue 
Virginia which have above average growth potential. He said 
that planned expansion was based upon knowledge of these areas 
mEoughout the state. For example, it was known that the 
Northern Virginia, Virginia Beach-=Nerfolk, and the Newpore 
News-Hampton areas were among the fastest growing sections of 
the state. In addition, areas such as Alexandria, Winchester, 
Harrisonburg, Arlington, Fairfax, Staunton, Waynesboro, Roanoke, 
Baistol, Lynchburg, Martinsville, Danville, were win eraul 
eonsidered for expansion since it was felt that thesmmduse, vol 
growth potential in these areas was more assured than it would 
have been in Williamsburg, for instance, (although tourism 
there was almost an industry in itself), or in smaller rural 
communities. First and Merchants, Green noted, has not been 
successful in getting into the Washington metropolitan area, 
other than in Leesburg which is removed from the immediate 
Baetern, and a facility operation sueehe fairer ee peeme 
area, which is confined to the Pentagon. 

Merger partners were looked at from the standpoint of 
what could be foreseen as future development in their areas. 


Based on this factor, Green said: 
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“More opportunities to merge were 
turned down than have actually merged-- 
about three to one. With some of the 
people that we have known for many, many 
years, tne hardest decision to make was 
tO Say NO, VlE accoudines cosour tek cis, 
the areas that they represented did not 
have the required growth potential. Banks 
like these generally wanted: (1) to share 
in the future growth and earnings of the 
First and Merchants system, (2) to solve 
a management succession problem, or (3) to 
obtain more marketability for stockholders 
shares from the merger." 


Green explained that growth was an important factor 
because if the growth rate of a particular area did not keep 
pace with the rest of the system, then the future earnings 
of First and Merchants' own stockholders would be diluted, 
even if fair value was given for fair value. Therefore, he 
@ontinued, "If the growth potential ofwa Given communtiy as 

; 
not going to be as good or better than the rest of the First 
and Merchants' system there was no basis for merger." It has 
followed that this has kept First and Merchants out of the 
rural communities, i1.e., the real rural communities where 
the dominant foundation was agriculture. As a consequence, 
Green described First and Merchants' merger strategy as having 
very high degree of selectivity. He said, "Others have one 
about merger in a different fashion. First and Merchants 
used a rifle to shoot at the map of the state and others used 


a shotgun." According to Grecia mirse and Merchants bolle 


that this strategy is sound, however, there are others who 
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still contend it is foolish to turn down a merger because 
the State of Virginia 12S GoImgmeo guOw andes yous canen aa 


merge." 


em ee ee re oa ee ee 


chants wanted to avoid an immediate effect on stockholders 
of diluting the book value in amerger. But, Green said: 
"Immediate dilution was not as 
Important as (tile some te iso ciel 
earnings in the future. For example, if 
the merged area did not grow as much as 
the system area in future years then even 
an exchange of fair values would produce 


an earnings drag on the system and a pre- 
mium would have a greater effect. 


we wm gs. 0.0 ee rr rr ees 
me mm rm rr rem eee ee eee 
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agencies. In five years seven mergers have been consumated--— 
Newport News, Lynchburg, Staunton, Waynesboro, Leesburg, Vir- 
Fania Beach, and Chesapeake. The last merger was in June, 

1966. According to Green, the pace of mergers was slow. Re- 
cent decisions of the Justice Department, primarily the 

action not to grant the formation of Allied Bankshares; re— 
Suited in the feeling that any combinatiemmor consequence mimg 
Virginia is not going to be approved. Theretore, Green saat 


that it will be more difficult to accomplish inv Vircia ae aoe 
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has been accomplished an Noreen Carolina ie crms  OLmouieeanm, 
large statewide systems. The Justice Department attack has 
been on bigness and potential bigness. The Federal Reserve 
Board and the Justice Department have been concerned with what 
they called a tendency toward monopoly. 

Green reasoned that the current attitude of the Justice 
Department may have an impact on the future strategy for 
mergers. First and Merchants may not be able to be as dis- 
criminating as in the past, yet on the other hand, it may be 
Eequired to be even more discriminating. ~ie was his eptntem 
that if the policy of a high degree of selectivity is continued 
there will be a slow down in mergers because of the present 
stand of the regulatory authorities. However, if selectivity 
is not continued then First and Merchants will have to change 
policy to coincide with that of some of ine other expancan 
Systems who have gone at the merger question with less regard 
to future growth potential. In any event, Green explained 
that opportunities would continue to exist for mergers because 
the regulatory agencies concern for size will not exclude the 
many smail banks in the state who want to (and many times need 


to) join a system. 


corr rm ee 


eee le ee 


McGehee pointed out that the de novo branching disadvantage 





of merged systems was a siault er tiem 62 lect slat Ce) ence 

a bank is merged in a community additional branches can not 

be established. The only branches authorized are the branehes 
which existed at the time sot s¢ne neuer Crm ome@ umes hand, 

a holding company affiliated bank can continue to establish 
branches in its own community. First and Merchants has tried 
to offset this disadvantage by merging with banks that have 


Seccenasive branches. 


a mmr a ae 


directors an Area Advisory Board is established. Green, in 


mMentioning the value of a board of directors to a banking com- 
munity, stated that First and Merchants' policy was to retain 
the valuable services of board members as an advisory board, 
"These members have continued to serve with essentially the 
Same enthusiam and effectiveness as before." As stated in the 
1963 Annual Reporte. 
"Advisory boards play an important 

role in the management and operation of 

the system, and their particular knowledge 

of local conditions,” eneievexeertence 1 

the. business life of their own communities, 

and their often-demonstrated interest in 


the program of the bank are of inestimable 
View We sae 


V. HIGHLIGHTS OF FIRST AND MERCHANTS’ OPERATIONS DURING THE 


1962-1966 PERIOD OF EXPANSION BY MERGER 
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This section of the report contains sstamisticalh mae 
on the results of First and Merchants expansion during the 
1962-1966 period. Table C-I ts veuchronoloqrvealy Vict ei mierc me: 
and Table C-II is a summary of new marketing areas entered and 
new services offered during the period of expansion. Table 
C-III is a summary of operating statistics for the years 1962- 
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Date 


Jan. 
Dec. 


Dec. 


mept. 
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Jan. 


July 


Sept. 


Jan. 


June 


959 
oo 
oo 


OO 2 
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Ho 6 3 


1964 
96> 
1966 
1966 
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FIRST AND MERCHANTS NATIONAL BANK 


LIST OF MERGERS 


Merged Bank 


Bank Deposit Size 
(mil om) 
Mergers During the Period of Re- 
strictive Branching Legislation 
Savings and Trust Company of Richmond $ 9.9 
First National Bank of Ashland Orn 
Petersburg Savings and American 
Trust Company 202 
“ao Ged 
Mergers During the Period @f biber- 
alized Branching Legislation 
Augusta National Bank of Staunton Sia 
First National Bank of Newport News 44.8 
Peoples National Bank and Trust Com- 
pany of Lynchburg S72 aw 
First National of Waynesboro dee 
Loudoun National Bank of Leesburg Oy 
Bank of Virginia Beach 2359 
Bank of Chesapeake 26 
ea 5 26 
Total Deposits Added by Merger Ses. 22 


Total Banking Offices Added by Merger 


merrust Service Added in tEhis area 


SOURCE OL DATA: 


1962 Annual Repowcsc. 


Banking 
Offices 
Added 





Century of Service, A History of First andglie.— 


chants National Bank. 
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FIRST AND MERCHANTS NATIONAL BANK 


EXPANSION RESULTS: NEW MARKETING AREAS AND NEW SERVICES 


1. Twelve New Marketing Areas 


—— Stavlinwou - Big Island ao Meese lliis 
- Newport News - Waynesboro - Chesapeake 
= POie te tS eas - Leesburg = POresmeumn 
- Lynchburg - Virginia Beach = lslaclaeircl 

2. Seven New Services 


- 1962 & 1963 Data Processing for customer 
services, accounting and other operations 


- 1963 New Car Dealer Division 
- 1963 Real Estate Division 
- 1963 Marketing Division stor bani scmy neces 


- 1964 Revised and broadened the bank employee 
benefit plans 


- 1966 Specialized and professional service to 
business for pension or profit sharing plans 


- 1966 Planning implementation of national credit 
Card service. 


Studying acquisition Of “a Meetgag-nabeimitare, 





TEN YEAR RBCORD 


DOLLAR AMOUNTS IN THOUSANDS 


(Average Figures) 


WeMea@GeeMeM Ost ese. 6. 5 « « 6 © © 6 tlt lll 
Time Deposits. - . »« » « « « « « « » +6 « « « 
Total Deposits*. . . ws 
Loans ( Excluding Federal ‘Funds Sold) . we 
SecuritieS .« «© «© « « «© «© © © «© «© © © 0 ce. - 
CELOIEELIL 1 SUGIS Se 
ReserveS . « « © «© « «© «© © © «© «© « « 
Operating Revenue. ......+.-.« «see 


Operating Expenses .... . 
Net Operating Earnings Before Taxes, 
Income Taxes Applicable to Operations, 


Netm@mermdet@o HaArMENGS . . . 2. 1 «© 6 ew tw ew 
Dividends Paid--Cash , ........e« e« « e 
PER SHARE DATA (ADJUSTED): 


Average Shares Outstanding . : 
Book Value--Year End... . : 
Net Operating Earnings Before “Taxes. 
Income Taxes Applicable to Operations, 
Net Operating’ Earnings .... 
DIREC «1: «© - + + « 


OTHER SIGNIFICANT STATISTICS 


Loans aS % of Deposits (Daily Average Basis) 
Time Deposits as % 
Gross Earnings Rate on 
Gross Earnings Rate on 
Net Operating Earnings 
Net Operating Earnings (After-Tax) as % 
Net Operating Earnings as 
Net Operating 
Profit (Loss) 
Number of Offices at Year-End. .... . 


Loans , 


1 


* Deposits acquired at the time of various mergers were in 
$11,022,885; 


in 1963, $32,758,035; in 1964, 


SOURCE: 1966 Annual Report 


FiKod 


Securities "(Fully Taxable Basis) . 

(Pre-Tax) as % of Gross Income. 

of Gross Incom 
% of Average Capital -Funds 

Earnings as % of Average Deposits. 

on Sale of Securities--After Taxes 


in 1965, 


Oreelota. ‘Caine (Daily Average ‘Basien 


C- 


TABLE 
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57 AN TS NATIONAL BANK 


1966 1965 1964 

, $290,252 $276,047 $259,485 

210,753 177,939 146,027 

> 501,005 453,986 405,512 

Smee 077 272,924 235,777 

, 132,631 125,090 226112 

. 43,485 39,822 37,966 

; 8,134 7,548 6,576 

a. S$ 30,024 S$ 25,037 S$ 21,905 

.. a Baca 17,983 ees 

4 8,418 7,054 6,670 

i 2,946 2,586 2,709 

5,472 4,468 3,961 

- 2,423 1,978 1,850 

en I2,725 81,383,053 1,352,519 

wee 28.82 $ 28.91 $., 28.11 

_ 5.56 5.10 4.93 

le 1.94 1.87 2.00 

3.62 3.23 2.93 

1.60 1.42 1/2 1.36 

-, 62.9 60.2 58.1 

42.1 39.2 36.0 

6.31 5.80 5.78 

5.40 4.79 4.46 

28.0 28.2 30.4 

18.2 17.8 18.1 

ee, 12.6 11.2 10.4 

 — i) oa 0 1.0 

. « « (Sub, seme? 74) $ 35,617 ($334,496) 

~~. 56 42 39 
1959, $16,296,125; in 1961, $20,204,679; 

$9,726,%29; in 1966, $35,300,525. 


1963 


$246,716 
127,134 
373,850 
209,538 
121,625 
35,790 
5,860 


Sogo Oo 


13,301 
5,796 
2,433 
3,363 
1,824 


L326; 2or 
$ 272.6 
4.3/7 
oo 
2.54 
e356 


36.0 
34.0 
D/O 
4.05 
30.4 
io 


$32,438 
S 7 


10) ALS) S74" 


1962 


$197,514 
80,737 
278,251 
141,414 
98,952 
26,858 
4,799 


$ 13,468 
8,644 
4,824 
2,095 
2,729 
1,319 


1,004,328 
S 26.14 
4.80 


50.8 
29.0 
5.48 
3.79 
35.8 
20.3 
10.2 

1.0 
$538,872 
28 


295,058, 0co0 
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BRANCHING PROVISIONS OF THE 1928 LEGISLATION 


(EXCERPTS FROM THE CODE OF VIRGINIA 1942, CHAPTER 164A) 


4149 (14) When branch banks may be authorized; branches 
already established; how operated; penalties. --No bank or 
trust company heretofore or hereafter incorporated under the 
laws of this State shall be authorized to engage in business 
in more than one place, except that, (a) in its discretion the 
State Corporation Commission may authorize banks having paid- 
up and unimpaired capital and surplus of fifty thousand dollars 
Or over to establish branches within the limits of the crey, 
town, or village in which the parent bank is located. 

(b) The State Corporation Commission may, in its dis- 
cretion, also authorize banks located in any city to establish 
branches within other cities having a population of not less 
than fifty thousand inhabitants. 

(c) This section shall not be construed to prohibit the 
merger of banks in the same or adjoining counties or of banks 
located within a distance of twenty-five miles of a parent 
bank and the operation by the merged company, of such banks, 
mor to prohibit the sale Of amy banlieite eee weno eoUmRe maa. 
thereof by, any other bank in the same or adjoining counties 
or within a distance of twenty-five miles and the operation 


of such banks by the purchasing bank, provided the approval 
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of the State Corporation Commission is first had, and pro- 
vided, further that at the time of such merger or purchase, 
each of the banks involved sialll have becn in actual opera cam 
for a period of two years or more, except that in any case in 
which the State Corporation Commission is satisfied that the 
public interest demands, on account of emergency conditions, 
that a merger or sale be effected, 1 may eCnter anmordeumr.s 
Such effect permitting such mercer or Salley notwileme cancun. 
that the banks involved or one or more of them, have not been 
in actual operation for two or more years. The term "adjoining 
counties", where more than two are involved, shall be construed 
to mean counties each of which shall adjoin the county in which 
ene parent Dani ws Voertee. 

(ad) This section, however, shall not apply to branch 
banks already established. 

(e) No branch bank heretofore om hereafter established 
Shall be operated or advertised under any other name than that 
of the identical name of the home bank, unless permission be 
ferStamad sand OOLAINed fromm. State Corporation Commission, 
and unless such different name shall Contain or Navevace es 
thereto language clearly indicating that it is a branch bank 
ana OFVwhieh bank it 1S a Smehene 

Any bank or trust company violating the provisions of 
this section shall be liable to a fine of one thousand vec. 
to be imposed and judgment entered therefor by the State Cor- 


poration Commission, and enforced by its process. 





APPEND: 
SLATES Real, DATA 


TABLE E-I 


TWENTY LARGEST BANKS IN VIRGINIA DECEMBER 31, 1947 


BANK NAME DEPOSITS 


1. First and Merchants National Bank, Richmond S159 ,046 7ae4 
Z State-Planters Bank of Commerce and Trust, 


Richmond V21,, 499 ee 


3. National Bank and Commerce, Norfolk L15,9/s 062 
4. Central National Bank, Richmond 62, 4415572 
5. First National Exchange, Roanoke 58,202,008 
oe. The Bank of Virginlageerennend 53 ,073e020 
7. Seaboard Citizens National) BankyenorioW. 52 , 22577 0s 
8. First National Bank, Newport News 29, 461s 
9. Bank of Commerce and Trust, Richmond 25,9 / Or ose 
10. Peoples National Bank, Charlottesville 24,6350 90 
J1. Colonial American National Bank, Roanoke 21,594 
i First National Bank, Danville 197 454-966 
13. American National Bank, Portsmouth 19,396,447 
14 First National Bank, Lynchburg 17,926,398 
1s Southern Bank and Trust Company, Richmond 17,448,422 
16 Mountain Trust Bank, Roanoke l/, 2628 205 
17 American National Bank and Trust Company, 
Danville 15355) om 
18 Arlington Trust Company, Ince =) antineeeu 15,266,200 
fe Southern Bank of Norfolk, Norfolk 14,2027; 228 
20. Lynchburg National Bank and Trust Company, 
Lynchburg 13 7776s Ou 
TOTAL 5873 ,900 77am 
STATE TOTAL S17 490, 435008 
PERCENTAGE OF STATE TOTAL: 
Largest Five 34.7 
Largest Ten 47.1 
Largest Twenty Dono 
NOTE: Data from unpublished statistics, "Virginia Banking 


Survey For Years of 194/, (1961-19667. eureau cr Poel. 


lation and Economic Research, Graduate School of Business 


Administration, Uni Versisey gem epeg iano. 
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2- FIRST VIRGINIA 4- UNITED VIRGINIA BANKSHARES GeVIRGINIA NATIONAL 


NOTE: DaTA FROM BUREAU OF POPULATION AND Economic ResearRcH, "VIRGINIA BANKING SuRVEY FoR YEARS OF 1947, 


1961 THROUGH 1966", UNPUBLISHED STATISTICS (CHARLOTTESVILLE, VIRGINIA: BUREAU OF POPULATION AND 
Economic RESEARCH, GRADUATE SCHOOL oF BUSINESS ADMINISTRATION, UNIVERSITY OF VIRGINIA, 1966). 
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TABLE E-III 


HOLDING COMPANIES AND THEIR SUBSIDIARIES OPERATING 
IN VIRGINIA AS OF DECEMBER 31, 1961 


Financial General 


Alexandria National Bank, Alexandria S 335935727" 
Shenandoah Valley National Bank, Winchester 1378267000 
Arlington Trust Company, Ine.) Ac lingten 47,018,161 
Clarendon Trust Company, Arlington 25,252, 056 

AMOS WAL 512070307 %5e 


Beige Vee Lic 


National Bank of Manassas Ss 5 74S a oee 
First National Bank of Purcellville, 

Purcellville A 54 O98 
Old Dominion National Bank of Fairfax, 

Annandale 8,429 3979 
Old Dominion Bank, Arlington 46,785,749 
Falls Church Bank, Falls Church 24,556,884 

TOTAL S 89 40g 
TOTAL HOLDING COMPANY DEPOSITS $209,439,374 
TOTAL STATE DEPOSITS $3,552,314,000 
%$ HOLDING CO. DEPOSITS OF STATE DEPOSITS 5206 


NOTE: Data from unpublished statistics, “Virginia Banking 
Survey For Years 1947, 1961-1966," Bureau of Population 
and Economic Research, Graduate School of Business 
Administration, University of Virginia. 
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HOLDING COMPANIES AND THEIR SUBSIDIARIES OPERATING 
IN VIRGINIA AS OF DECEMBER WL, 1260 


Financial General Corporation, Washington, D. C. 


Alexandria National Bank, Alexandria $ 51,498,619 
APIINGEOMNrUSt Company, Unc. Arlington 16, O00), 57s 
Clarendon Trust Company, Arlington 43,836,330 
Peoples Bank of Buena Vista, Inc., Buena Vista 2,131. 965 
Valley National Bank, Harrisonburg 1225232 5a. 
Republic Bank & Trust Company, Herndon 12807 sia0 
The Peoples National Bank of Leesburg, Leesburg 13,761; 492 
The First National Bank of Lexington, Lexington 4,13 098 
mie Round Hill National Bank, Kound Hee 57,926,435 

The Shenandoah Valley National Bank of 
Winchester, Winchester 1 pe 
TOTAL $235.3 55 oo 


the Pirst Virginia Conperation, Arilingtom 


Mount Vernon National Bank and Trust Company 


of Fairfax County, Annandale S 65,398 057 
Old Dominion Bank, Arlington 93,672,055 
Ralls Church Bank 7 etal eos Church 32 7 Oca 
The National Bank of Manassas, Manassas LOS Gey Gry 
Peoples' Bank, Mount Jackson 4,723,345 
Southern Bank of Norfolk, Norfolk 41,606,142 
First National Bank of Purcellville, Purcellville 6195 265.6 
Bank of New River Valley, Radford 6,427,414 
First Valley National Bank, Rich Creek £7689, 602 
Richmond National Bank, Richmond 1672657520 
Staunten Industrial Bank, Staunren 5 Oz Dy ane 
Massanutten Bank of Shenandoah Valley, National 

Association, Strasburg 13,2467, 750 

TOTAL $301,494,464 

Virginia Commonwealth Bankshares, Inc., Richmond 

Washington Trust Bank, Bristol S 13,9267 cs 
The Bank of Central Virginia, Lynchburg 2,409,463 
Bank of Warwick, Newport News 26,214,252 
The Peoples National Bank of Pulaski, Pulaski 7,764,888 
The Bank of Virginia, Richmond 234,201 7250 
The Bank of Salem, Salem 15,668,494 
The Bank of Prince William, Woodbridge ; 22, 1s ese 

TOTAL $322 730592 72 


(continued). 
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United Virginia Bankshares Inc., Richmond 
First and Citizens National Bank, Alexandria S jd 34 dena 
Spotswood Bank, Harrisonburg 15,934 70S5 
Rockbridge Bank & Trust Company, Lexington OF Sis oes 
First National Trust and Savings Bank of 

Lynching, dhynechbung 145,946,682 
Citizens and Marine Bank, Newport News 54,549,559 
Merchants and Farmers Bank of Franklin, 

Franklin 4 O08 ean 
State-Planters Bank of Commerce and Trusts, 

Richmond 34 OSG. 0a 
The Vienna Trust Company, Vienna 27-3637 348) 
Peninsula Bank and Trust Company, Williamsburg 23,673 47 Go 

| $640,270,348 
TOTAL HOEBDING COMPANY DEPGS ITs $1,499,386 ,614 
TOTAL STATE DEPOSITS $5325 3347500 
PERCENTAGE HOLDING COMPANY DEPOSITS 

OF SlATE DEPOS es 2 Geek 


NOTE: Data from 1966 Annual Report of the Bureau of Banking, 
State Corporation Commission, Commonwealth of Virginia; 
Bureau of Population and Economic Research, Veen! 
Banking Survey For Years of 1947, 1961 through wo ote. 
unpublished statistics (Charlottesville, Vite Gaieiee 
Bureau of Population and Economic Research, Graduate 


School of Business Administration, University of Vir~ 
inward 966. ) 
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TEN LARGEST BANKING ORGANIZATIONS IN VIRGINIA DECEMBER 31, 1966 


i. “United Virginia Bankshares, Ine>, Rieamend S 640,270,348 
Ze ViGEgingaNiattonabebanik, Ne iemelh. 5 36,0 867790 9 
3. First and Merchants National Bank, Richmond 5397 560 
4. Virginia Commonwealth Bankshares, Inc., 
Richmond 3227505700 
Dem Filrcteyiroadia Gompomat lon, ne ine cen 301,494,464 
6. First National Exchange Bank, Roanoke 3 O02. oe 
7. Financial General Corporation, Washington, 

Ds Ge 235,305 -co0e 
8. Central National Bank, Richmond 16S 37 0} 36s 
wee Lynchburg Nationals Bank and irust, bymelboung L285 7 Gra 
10. Seaboard Citizens National Bank, Norfolk LEO S 0G 40s 
TOTAL $3,277 7162-505 
STATE TOTAL 95,325 5047, cM 

PERCENTAGE OF STATE TOTAL 
Largest Five ABs 
Page cies head 61 


* Includes only Virginia Banks 


NOTE: Data from unpublished statistics, "Virginia Banking Survey 
For Years of 1947, 1961-1966," Bureau of Population and 
Economic Research, Graduate School of Business Adminis- 
tration, University of Virginia. 
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DABBLE Vi 


GROWTH OF BANKS, BRANCHES, AND TOTAL FACILITIES 
IN VIRGINIA, 1948-1966 


Noo NO. Or Neteyvearl ys Change @ieaal 

Banks at Branches at Facilities 
Year Year End Year End Banks Branches at Year End 
1948 314 96 0 +8 410 
1949 312 IONS, -2 +13 Aga 
ao) 5 0 343 114 +1 +5 427 
eS. B15 126 +2 +6 435 
195 2 315 1s 0 +8 443 
E>. 3 316 144 +1 +16 410 
1954 316 lee, 0 +13 473 
i955 316 176 0 kg 492 
6 Sly 1g -4 +23 Sa 
eS 7 33 217 +] +18 a 50 
oo BAZ 234 -3 lee 546 
oo 809 255 -4 +21 564 
1960 305 284 -3 +29 30g 
ILS aa 302 320 -6 +36 622 
I6 2 27 367 -10 +47 bo 
LS! 280 430 ie +63 710 
1964 DAF 486 =3 +56 16s 
LEGS Za 558 ae +72 323 
1966 Zo GE? -1l1 +54 863 
NOTE: Data from Board Of Governors GEyEenewredera be cem7— 

. system, "Number of Commercial Banks and Branches by 
seates, FDIC, 1936-1963." Siouoplenent) bo Feder 


Reserve Board Number of Commercial Banks and Branches 
Dyeotates, 1956-1963, for ene =yecarce 1204, Joo eae 
1966." 








a a 


7 
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TABLE EV ie 


GROWTH OF BANKS, BRANCHES, AND TOTAL FACILITIES 
Tie Wesel 04 =nOnG 


Now Of Neo- or Net Yearly Change Total 

Banks at Branches at Facilities 
year Year End Year End Banks Branches At Year Ena 
1948 kde eo -13 +194 18,652 
1949 14,205 4,665 -16 +234 Loe o70 
1950 14,164 4,945 -4] +280 18,109 
95 1 Ae 5,264 —-32 +319 oes 
oS 2 14,088 Seas 7 —-44 +323 LOC CTs 
953 14,024 5,957 -64 +370 Eo 9 ei 
1954 ioe ook 67435 -143 +486 20a 24 
955 Loe oe 7,062 -125 +619 20S ee 
1956 3680 7,740 -76 +678 21,420 
B95 7 137607 S372 -73 +632 PLIZG OTS 
oS oS sn Se 9,068 -67 +696 Zo ee 
1959 13,486 oF 720 -54 +722 EB INS 
1960 ae oe OF oan9 -2 +829 24,103 
1961 13,444 11,499 -40 +880 24,943 
OG 2 omc RZ 492 a) +922 2 Ss Il 
1963 oe OZ Va7Go.2 +143 fee 26,234 
1964 37 7S eA Ti +193 +1,119 28,546 
1965 once 15 os +43 +1 ,147 2 Oe Bib 
1966 on OS 17, 087 -33 stele 30,872 
NOTE: Data from Board of Governors of the Federal Reserve 


System, "Number of Commercial Banks and Branches by 
States, PDIC, 19936219635" “Supplement co Nederae 
Reserve Board Number of Commercial Banks and Branches 
byeStates, 1936-1963, for thewyears 1964, 1965=7mane 
16 .Gr. 
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TWENTY LARGEST BANKS IN VIRGINIA DECEMBER 31, 1966 


Bank Name Deposits 

i Virgqinga Netrtone!] Banie Nortel. S 536, UiciGread > 
2. First and Merchants National Bank, Richmond 5357 oer 10 
3. State-Planters Bank of Commerce and Trust, 

Richmond 341,038 37050 
4, First National Exchange, Roanoke 300, 2767072 
De! The Bank of Virginia, Richmend 2A) 2 Odeo) 
6. Central National Bank, Richmond 163 ,17072365 
7. Lynchburg National Bank and Trust Company, 

. Lynchburg 2617 Gy 4383 
8. First and Citizens National Bank, Alexandria Ia Ae oi 
9. Seaboard Citizens National Bank, Norfolk 110, 50GH405 

HO: Old Dominion Bank, Arlimeton O13, Of eeu so 

HY. Arlington Trust Company, inc., Arlington 167 GoGo 

12. Mount Vernon National Bank and Trust Company, 

Annandale 655.39 3050 

13. Southern Bank and Trust Company, Richmond 64-82 10 Gil 

14. Colonial American National Bank, Roanoke 62,0437 705 

15. National Bank and Trust Company, Charlottesville 62,312,984 

16. Citizens and Marine Bank, Newport News 54 54 oreo 

17. Alexandria National Bank, Alexandria Sl Season 

ite Clarendon Trust Company, Arlington AG, Oise oO 

19. Mountain Trust Bank, Roanoke 46733007 56 

20. First National Trust and Savings Bank, Lynchburg 45,946,682 

TOTAL $3, 1417 327 8 
STATE Omar $5, 325, 3340100 
PERCENTAGE OF STATE TOTAL 
Largest Five S650 
ranges tt. Len 47.6 
Largest Twenty one 


NOTE: Data from unpublished statistics, “Virginia Banking 


Sumvey For Years of 1947, 1961-19G@)" Bureau of 


Population and Economic Research, Graduate School of 


Business Administration, University of Virginia 
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TWENTY LARGEST BANKS IN VIRGINIA DECEMBER 31, 


Bank Name 


1. First and Merchants National Bank, Richmond 
2. State-~Planters Bank of Commerce and Trust, 
Richmond 


3. National Bank and Commerce, Norfolk 

i ine Saniweson Virginia, Ri ciinond 

5. Central National Bank, Richmond 

6. First National Exchange, Roanoke 

7. Peoples National Bank, Charlottesville 

8. Seaboard Citizens National Bank, Norfolk 
9. First and Citizens National Bank, Alexandria 
iO. Arlington Trust Company, Inc., Arlingwen 
ie. Old Dominion Bank, Arlington 
12. First National Bank, Newport News 

13. Colonial American National Bank, Roanoke 
14. Southern Bank and Trust Company, Richmond 
15. Lynchburg National Bank and Trust Company, 


invnen buses 3876267098 
io. First National Bank, Lynchburg 34,376,007 
17. Mountain Trust Bank, Roanoke 34. 2137525 
18. Alexandria National Bank 33 3935, 225 
19. National Bank and Trust, Charlottesville 33,01 7767 3 
20. First National Bank, Danville 29,600,734 
TOTAL 770,679 ae 
STALE LOL, $3,552, 3 143000 

PERCENTAGE OF STATE TOTAL: 
Largest Five (2 ol 
Largest Ten 3954 
Largest Twenty SO 


ior 


Deposits 


$275,914,000 


ego? Gees 
197,466,074 
150-074 0087 
134,856,768 
126,436,466 
94,981,413 
71,913,520 
62,869,455 
47,018,161 
46,785,749 
44,777,160 
42,080,567 
41,208,434 


NOTE: Data Grom unpublished statistics ,»wavirginia Bankune 
Survey For Years of 1947, 1961-1966," Bureau of 
Population and Economic Research, Graduate School of 
Business Administration, University of Virginia. 
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BRANCHING PROVISIONS OF THE 1948 LEGISLATION 


(EXGEREETS FROM THE CODE OF VIRGIN I Aw oS 0) 


6-26. When branch banks may be authorized; branches 
already established. --No bank or trust company heretofore or 
hereafter incorporated under the laws of this state shall be 
authorized to engage in business in more than one place, ex- 
cept that the State Corporation Commission, when satisfied 
that public convenience and necessity will thereby be served, 
May authorize banks having paid-up and unimpaired capital and 
SWmplus of fifty thousand Hota or over to establish branches 
within the limits of the city, town or village in which the 
Dement bank is located. 

this section shall not apply to branch banks establiened 
mrior to June Pent eneny nineteen hundred forty-eight, nor 
to branches theretofore authorized by the Commission but not 
yet opened. 

6527." Operation ©f PDiranches \aleecm Wer ger Or sumel toes 
euine provisions of the preceding section shall not ne con; 
strued to prohibit the merger of banks in the same or adjoin- 
ing counties or of banks located within a distance of twenty- 
hive MileswOpecas parent bank and the Operations sy ele semua 
company of such banks, nor to prohibit the sale of any bank 


to, and the purchase thereof by, any other bank in the same 





ea 


Or ad) OlmMing COUmEles) Clee nisdNGrS Panee Olt Wellay arena 
miles and the operation of such banks by the purchasing bank 
provided that the State Corporation Commiccten, chall been 

the opinwon and) shall first determine Chae puis seenmenlenee 
and necessity will be served by such operation, and provided 
further that, ae the time of such megger on pumenace meen 

of the banks involved shall have been in actual operation for 
a period of five years or more. But in any case in which the 
Commission is satisfied that the public interest demands, on 
account of emergency conditions, that a merger or sale be 
effected, it may enter an order to such effect permitting such 
merger or sale, notwithstanding that the banks involved, or 
one or more of them, have not been in actual operation for five 
Or more years. The term "adjoining counties", where more than 
two are involved, shall be construed to mean counties each of 
Which shall adjoin the county in which the parent bank is 


hocated. 
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THE VIRGINIA METROPOLITAN PLAN 
to meet the growing industrial and banking needs 


Of tEhescConmonwealth warle Sascgquanding Ene jenaidi een 
Ide wenaence wand scer Vy Lee. Om) reid Seneca aeocna cor 


HOW ONE SMALL OVERSIGHT 
in the 1948 Statutes 
IS CREATING TWO BIG DANGERS 

Excellent as they are, the Virginia Banking Statutes 
ore 1948 do not allow for the reality of dev ingeieereoe Wacan 
areas. As a result, they hamper and often block the urgently 
needed development of true metropolitan and intermetropolitan 
banking. 

| Metropolitan areas are defined here as cities of not 

Hess than 15,000 population and the area within five mileswoer 
Ene Corporate limits o£ such cities. 

This one, easily remedied oversight is creating two 
important threats to the state's economy. It puts a brake on 
industrial growth. It opens the door to out-of-state Ccompeti— 


tion by banks with larger lending limits than even the largest 


Virginia banks can offer under present legislation. 
AONE REDE De ADD UELON (a Lin ME ROP OlT TANS COl Cri a 


Especially during the past dozen years, close-knit 


metropolitan areas have developed in Virginia. They may be 
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in the 30,000 population bracket, like Winchester. Or they 
Meayebe a complex Of Wlarger Cietes, iake Bene (pores acound 
Hampton Roads, increasingly woven together by a web of bridges 
and tunnels. Or, Like Richmond, Hopewell, Colonial Heights 
and Petemsburg, strung Cogether dike adjacenipebcact so nmene 
busy thread of the Turnpike. 

The characteristic of these metropolitan areas is that, 
regardless of the political "city limits" that criss-cross 
and Givide them, each area forms an increasingly integrated 
economic entity. In the past decade, almost 89% of Virginia's 
population growth has been concentrated in these metropolitan 
areas ... a total of 573,000 new residentewepoam bank cle 
of Virginia businesses with a net worth of $1,000,000 or more 
are concentrated in these areas. The two create a mounting 
pressure for true metropolitan area banking ... with larger 
ean Capacity . 

HOW DO VIRGINIA'S LARGEST BANKS COMPARE 
WITH THOSE ELSEWHERE? 

Iwenty-One states with smaller Wsooulatwons havo nen mem 
more banks larger than any in Virginia. Only four of the 
twelve Federal Reserve Districts have larger banking resources 
than the Fifth District. Yet every other Federal Reserve City 
hes one ci mene banks Narger than Richmond s largest yg aed 


Ene exception of West Varginia, every state borderings imag ae 
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as well) as the District Of Columbia, Nas at east one bank 


anger than the largest in Virginia. 
SMALI CREDIT LINES, AN OBSTACLE RZO Ee Neus thw 


Lange iandUstries@mced largeseredi: Iaimes ) ine miemec cca 
bank in Virginia Can offer only 31,550,000 7560, consider eem.: 
Richmond has four of the six largest banks in the state. Yet 
all. £0ur combined can offer an industry novwmene shan 2) 50 ver 
Bye contrast, in any Of 15 North Carolina cities ane iie Vania, 
eam obtain 35,000,000 from a single banks 

There is considerable evidence that such inadequate 
banking service hinders industrial development in Vilae aie. 
Whale the Old Dominion has done a “pretty good’ wicb in attraci. 
ing new industries in some areas, and achieved a rate of in- 
dustrial growth somewhat above the national average, it has 
fallen behind its neighbors. In today's competition for in- 
dustry, "pretty good" just isn't good enough. Between 1948 
and 1958, Virginia's dollar growth in per capita value added 
by INanufacture was 25% less than that of North Carolina. The 
fatter state has nearly 50% more manufacturing concerns per 
Capita, and nearly 60% more employees engaged in industry per 
Gapita. And wim both categories | Virgie, seri below ab evc cae 


GO: OQemeiemsieetces 11) ktouwaseade 
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THE OPEN DOOR TO OUTSIDE BANKING COMPETITION 


Equally serious from the standpoint of Virginia's 
financial community, the comparative smallness of the state's 
largest banks invites out-of-state banking. Scores of Vir- 
@inia's new or expandingwindustries now comeme nde smecm sed ens 
to get the credit lines they need. In other words, when the 
state has attracted new or bigger industries, much of the 
benefit to the banking community is channeled away by the 


lmrcations Of sVirginia S metropolitan ames 
CAN VIRGINIA MEET THE CHALLENGE? 


Virginia has a strong tradition of doing business locally. 
Its non-metropolitan banks provide excellent service for their 
counties and communities. They aré protected ys, srieowean ane 
Statutes of 1948. 

At the same time, the deve lopment Ope Whee wa ive, wisicies)— 
Poli tan areas and industry's need for larger credit Jines are 
building up relentless pressure for bigger metropolitan banks. 
Can Virginia make possible such banks? This is precisely the 
purpose of the Virginia Metropolitan Plan. 

HOW TO FIT THE METROPOLITAN AREA CONCEPT 
INTO PRESENT LAWS 
The 1948 Statutes permit the merger of banks five or 


more years old only if their head offices are within 25 miles 
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of Gach other, or lie within the same city limits, or within 
Bhe Same) Om ae gOrnilg "COUMEFe se 

The Virginia Plan would amend this to permit merger 
between banks with head offices in any metropolitan area. 

The 1948 Statutes restrict a bank's branches to the 
same city or the same county in which its head office is 
wacaeea. 

The Virginia Plan would amend this to permit a bank 
with its head office in a metropolitan area to establish and 
Operate branches in any other metropolitan area in which it 
had one or more branches. In other words, when banks in two 
metropolitan areas merged, they would not be penalized by 
having a main office in only one. They would still be able 
to establish branches in both metropolitan areas. 

To meet the realities of present day suburbanism, the 
Virginia Plan would also amend the present laws to permit a 
city bank to have branches within five miles of its city 
limits ... and county banks to have branches in adjacent 
erties. 

HOW THE VIRGINIA METROPOLITAN PLAN BENEFITS 
THE STATEVAND ALL LTS -sANKhs 

Under the Virginia Plan, metropolitan banks would be 

able to merge and achieve the larger credit limits essential 


to serve and attract modern industry. At the same time, they 
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would be able to provide Service CO ENeIr City cluctomens mi ca 
homes or businesses in the nearby suburbs. 

County banks “adjacent. €6 ¢€1 tieseceu lee Claim ne uel 
banking business of county residents with city jobs or busi- 
nesses. 

Non-metropolitan and county banks would keep the pro- 
tection afforded by the 1948 Bank Statutes. They would benefit 
from the greater impetus to Virginia industry and from the 
stronger correspondent relationships provided by larger metro- 
politan area banks. 

The Virginia Metropolitan Plan offers a way by which 
the Old Dominion can go forward financially vand ianduseriralily 


ime lts Own creaditilone. 
TODAY'S LAWS AND THE VIRGINIA METROPOLITAN PLAN 
1948 STATUTES 


MERGERS -- Provided both banks have been in existence five 
years, mergers are permitted 
=-i1 7. the banks” Main Ghkteesuane eae man 2 
miles of eacn other, or 
-~-if the banks’ main offices are in the same 


Oem On NG MeOUnt UCc moras UM Mneiie mc allemeln eye. 


BRANCHES == Can be established 1f théy are within the eoune, 


Siameh tor sane whan ca tiaim won tilee: 
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THE VIRGINIA METROPOLITAN PLAN 


MERGERS -- Retain provisions of the 1948 Statutes and add 
Perms sSTOnmueo merge 
--if each bank's main office is located in 


any eile Cisopoln Cciimeaige ce 


BRANCHES -- Retain provisions of the 1948 Statutes and add 
that branches can be established 

--by a metropolitan area bank in any other 
metropolitan area provided such bank already 
has a branch in the area. 
--by a city bank within five miles of its 
Clty lim. es. 
=-by a county bank within anyvcity aqdqjaceme 


to the county of L1ts maineorreree. 
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BRANCHING PROVISIONS OF THE 1962 LEGISLATION 
(EXCERPTS FROM THE. CODE OF VIRGINIA 1oste. D> THs 
1964 CUMULATIVE SUPPLEMENT) 


6-26. When branch banks may be authorized; branches 
already established. --No bank or trust company heretofore 
or hereafter incorporated under the laws of this State shall 
.be authorized to engage in business in more than one place, 
except that the State Corporation Commission, when satisfied 
that public convenience and necessity will thereby be served, 
may authorize banks having paid-up and unimpaired capital and 
Sumplus of fifty thousand dollars or Gver Co estaglish  seaneres 
wathin the limits of the city, town or CoOunEy Vigne wiieieen— 
parent bank is located or to establish branches elsewhere by 
merger with banks located in any other county, city or town. 

This section shall not be construed to prohibit the 
operation of existing branch banks heretofore established. 

The term "parent bank" shall be construed to mean the 
bank Or Danking G&fice at whiehw@the prince roam rine ene oF 
the bank are conducted. The location of a parent bank or of 
a branch bank may be moved if the State Corporation Commission 
determines that public convenience and necessity will be 
served by such move; but the location of a parent bank or of 
a branch bank may not be moved beyond the limits of the city, 
town OF COUNE, In which@at 1s located except Enrougiiay mMemss i 


With anochemwevank . 
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6-27, (Operation of Dranches alter moma] mote iae Weccr 
--The preceding section (6-26) shall be construed to allow the 
merger of banks and the operation by the merged company of such 
banks, and to allow the sale of any bank to, and the purchase 
thereof through merger by, any other bank and the operation 
of such banks by the merged bank, provided that the State Cor- 
poration Commission Shall be of the opinion and senate ec. 
determine that public convenience and necessity will be served 
by such operation, and proviaed further that, at the time of 
such merger the banks involved shall have been in actual 
operation for a period of five years or more. But in any case 
in which the Commission is satisfied that the public interest 
demands, on account of emergency conditions, that a merger be 
effected, it may enter an order to such effect permitting such 
merger notwithstanding that the banks involved, or one or more 
of them, have not been in actual operation for five or more 
years. 

6-27.1. When public née@essity need not Devprevedsom 
Geplication for certificate Of authority wmeewsoc > aera 
When an application is made to the State Corporation Commission 
Deedebank pPUurSUant to 6-31 [OF a CerLitmeareorc read elom =) ee 
commence business in a political subdivision it shall not be 
necessary to prove the requirements of the paragraph numbered 
(4) of 6-31 or, under 6-31 to prove the public necessity for 


banking or additional banking facilities in the community where 
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the bank is proposed to be located wnen all of the banks 
located in such political subdivision are owned or controlled 
(1) by "bank holding companies" or (2) when all of the banks 
located in that political subdivision are owned or controlled 
by "merged banks" or (3) when all of the banks located in 
such political subdivision are owned Gr Contrelleduans samc 
noldimg companies vand) Mengede panic = 

(b) "Merged bank" means any bank which has acquired 
another bank under the provisions of 6-26 and 6-27 which has 
ZES principal office in one political subdivision Gude omamen 
in another political subdivision. 

(c) "Bank holding company" means any company (1) which 
mirectly or indirectly owns, controls ‘or holds with power to 
vote, twenty-five per centum or more of the voting shares of 
Each Of two or more banks or Of a company which is or becomes 
a bank holding company by virtue of this section, or (2) which 
controls in any manner the election of a majority of the 
directors of each of two or more banks, or (3) for the benefit 
Of whose shareholders or members twenty-five per centum or 
more of the voting shares of each of two or more banks or a 
banking holding company is held by trustees; and for the pur- 
pose of this section, any successor to any such company shall 
be deemed to be a bank holding company from the date as of 
which such successor co-company becomes a bank holding com- 


pany. Notwithstanding the foregoing, (A) no bank shall be a 
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bank holding company by virtue of its ownership or control of 
Bee in a fiduciary capacity, except where such shares are 
held for the benefit of the shareholders of such banks, (B) 
no company Shall be a bank holding company by vireudew@eere. 
ownership or control of its shares acquired by it in con- 
nection with its underwriting of securities and which are 
held only for such period of time as will permit the sale 
thereof upon a reasonable basis, (C) no company formed for 
the sole purpose of participating in a proxy solicitation 
Shall be a bank holding company by virtue of 1tsS Comeuenmor 
voting rights or shares acquired in the course of such solici- 
tation, and (D) no company shall be a bank holding company if 
at least eighty per centum of its total assets are composed 
or holdings in the fieldsor egqrivewlrure. 

6-27.2 Establishment of branch banks in contiguous 
counties or cities. --Notwithstanding the limitations of 6-26 
and 6-27, the State Corporation Commission may, when satisfied 
Bhat public eonveni ence and necessity wild )iiereb eee served, 
authorize the establishment of branch banks in cities contiguous 
to the county or city in which the parent bank is located, and 
the establishment of branch banks in counties contiguous toe 
the city in which the parent bank is located. Establishment 
eeesuch branches may be by merger, consoldation, purchaseson 
assets or creation of a new branch; but if the parent bank is 
focated in a city such branches in the contiguous county may 


not be established more than five miles outside the city limits. 
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